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INTERNAL REVENUE SERVICE MISMANAGE- 
MENT AND IDEAS FOR IMPROVEMENT 


MONDAY, APRIL 14, 1997 

House of Representatives, 
Subcommittee on Government Management, 
Information, and Technology, 
Committee on Government Reform and Oversight, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2154, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Davis of Virginia, Sununu, and 
Maloney. 

Also present: Representative Sanders. 

Staff present: J. Russell George, staff director and counsel; Anna 
Miller and John Hynes, professional staff members; Andrea Miller, 
clerk; and David McMillian and Mark Stephenson, minority profes- 
sional staff members. 

Mr. Horn. The Subcommittee on Government Management, In- 
formation, and Technology will come to order. 

Today, the subcommittee revisits the issue of management at the 
Internal Revenue Service, IRS. The problem before us is the appar- 
ent inability of the IRS to adapt to the information and account- 
ability demands of the late 20th century. 

One year ago, this subcommittee held a hearing on financial 
management at the IRS. At that hearing, we discussed the IRS’ 
revenue accounting system, which is in such disarray it cannot 
even be audited. We also reviewed the IRS’ problems with collec- 
tions, management of accounts receivable, filing fraud and fraudu- 
lent refunds, records retention, tax lien recovery, and personnel 
browsing of taxpayer records. It was not a short hearing. 

Last September, we held another hearing on IRS financial man- 
agement. At that session, we received more reassurances that im- 
provements were under way. Yet, here we are today, reading a 
steady stream of press reports on feeble management, failed auto- 
mation, and poor customer service at the IRS. 

The list of failed projects only grows longer: The tax system’s 
Modernization Project, a $4 billion attempt to modernize the IRS’ 
decades-old computer systems; Cyberfile, a project that would have 
allowed taxpayers to prepare and electronically submit their tax re- 
turns from their personal computers; Integrated Case Processing, 
a program that would have allowed IRS representatives to access 
all data needed in order to answer all taxpayer questions over the 
telephone; the Document Processing System, a system that would 

( 1 ) 



2 


have scanned paper documents and electronically captured data for 
subsequent processing and retrieval; and even the Service Center 
recognition/image processing system, the failed document-scanning 
program that the Document Processing System was designed to re- 
place. 

I hope we will not have to add to this list the year 2000 computer 
software conversion problem. It would be a catastrophe not only for 
the IRS, but for all other agencies and organizations that depend 
on IRS information. 

A Senate hearing last week focused on the problem of certain 
IRS employees snooping in the agency’s taxpayer computer files. 
The IRS had previously announced a policy of zero tolerance for 
this inappropriate browsing and assured Congress that the problem 
had been solved. Yet the General Accounting Office has just re- 
leased evidence that personnel snooping continues. 

It is attempting to solve many of the problems at the IRS by con- 
tracting out various functions, especially those in information tech- 
nology development. But this will only work if the IRS can specify 
its objectives and assess the costs and the time it will take. The 
IRS must also be able to determine whether delays in delivery of 
components of the system are going to cause delays in the whole 
implementation process and what the implications of such delays 
will be. It is not clear that the leadership of the IRS at this point 
is up to the challenge. 

Contracting out is clearly not a panacea. One can hope that the 
Government Performance and Results Act is forcing top manage- 
ment at the IRS to re-evaluate what they are doing and how they 
are doing it. Federal agencies right now are supposed to be con- 
sulting with congressional committees of jurisdiction to refine their 
strategic and performance plans and proposals for how they are 
going to measure results. This is an excellent opportunity to put 
into place a new approach to doing business. But from what we 
have seen so far of the plans and performance measures that the 
IRS is developing, it is still business as usual. 

At this point, the subcommittee hopes that improvement will 
occur. There are several important questions that must be an- 
swered: What does the IRS need to do to get its Modernization 
Project back on track? How is the Treasury going to ensure that 
IRS embarks on a modernization plan that will work? What sort 
of milestones or benchmarks should a modernization plan have so 
that its progress can be monitored? How long do we have to wait 
to see results? Will the right people be held accountable? How can 
we overcome obstacles to change, such as the organizational cul- 
ture of the IRS? How do we modify it? How do we make sure the 
IRS can manage multimillion-dollar information technology devel- 
opment projects that often amount to several billion before we 
know they failed, even if such projects are going to be given to out- 
side contractors? 

The IRS needs to be accountable. Americans have a right to 
know whether the agency that collects taxes from their hard- 
earned money is capable of managing internal operations in an effi- 
cient, fair, and accountable way. 

The IRS emphasizes the need to maintain taxpayers’ faith in the 
voluntary compliance system. That faith is undermined by stories 
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of refund fraud and of translators helping illegal aliens to get re- 
funds. We need to know that the IRS has adequate control over re- 
fund fraud. We need to know that the information provided in their 
financial statements is reliable. We need to know that the IRS 
gives good information to taxpayers in response to their telephone 
queries. We need to know that the IRS treats all taxpayers fairly 
and appropriately, and we need to know that the IRS is collecting 
the proper amount of taxes at the lowest possible cost to the public. 
These are the measures of success. 

We welcome our guests today who will be testifying on a number 
of these questions. We will be hearing first from Lynda Willis of 
the General Accounting Office. She is Director for Tax Policy and 
Administration, and will discuss the progress the IRS has made in 
acting on recommendations submitted by GAO to improve IRS op- 
erations. 

Robert Tobias, of the National Treasury Employees Union, will 
represent the IRS employees’ views on how to restore public and 
congressional confidence in the IRS. 

Sheldon Cohen, former IRS Commissioner during the Johnson 
administration and now a fellow of the National Academy of Public 
Administration, will tell the subcommittee how the situation looks 
from his vantage point. He was Commissioner when IRS first start- 
ed to computerize its operation. 

Also testifying will be Shelley Davis, the former IRS Historian, 
the only one it has ever had. She will present her views on why 
the IRS is in trouble and what they can do to get back on the track. 

The IRS will have an opportunity to tell us about its own plan. 
Deputy Commissioner Michael Dolan will provide us with testi- 
mony on the IRS approach to modernization. Originally Rob 
Portman, Representative from Ohio, co-chairman of the congres- 
sionally appointed National Commission on Restructuring IRS, and 
a member of this subcommittee, had planned to give his perspec- 
tive on some of the ideas for how we can make sure the IRS be- 
comes a well-managed agency. Unfortunately, he is detained back 
in Ohio. The views of the National Commission will be given by 
Jeffrey S. Trinca, the chief of staff of the commission. 

We welcome all of you. 

We had also invited Jim Traficant, another Representative from 
Ohio, to present his views on changing the burden of proof in tax 
disputes from the taxpayer to the IRS, the proposal that would 
level the playing field. Unfortunately, Mr. Traficant cannot be with 
us today, but he has provided us with a written statement that will 
be included in the hearing record at the end of the opening state- 
ments, without objection. 

This subcommittee does not like to be unduly pessimistic. For 
every problem, there are opportunities, not only to solve the prob- 
lem, but to make things better than they were before. 

I have gone on record as advising the President that he should 
be judicious in his choice of the new IRS Commissioner. It should 
not be someone who is simply a very bright and outstanding CPA 
tax accountant. It should not be someone who is simply a very 
bright and outstanding tax lawyer. It should be someone who has 
demonstrable management expertise in providing leadership to 
large, complex organizations. 
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As we know, the IRS has 106,000 or so employees. Next to the 
Pentagon, it is really the second largest Federal service, excluding 
the Postal Service, that is now largely independent. 

At this point I would like to yield to Mr. Sununu, the gentleman 
from New Hampshire, for any opening statement that he has to 
make. 

[The prepared statement of Hon. Stephen Horn follows:] 



5 


tMN BURTOW. MMNA MeWI' A WAXMAK CALf OflNlA 

CHAMAN RAM<*«3MlNOFliTVl*l«£B 

ONE HUNDRED FIFTH CONGRESS 

Congress of ttje ®mtel> States 

l^auBle of KtprtscntatitieO 

COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT 
2157 Rayburn House Office Building 
Washington, OC 20515-6143 
(202) 225-5074 

^^IRS Mismanagement and Ideas for Improvement” 

OPENING STATEMENT 
REPRESENTATIVE STEPHEN HORN (R-CA) 

Chaiiman, Subcommittee on Government Management, Information, 
and Technology 

A quorum being present, the Subcommittee on Government Management, Information 
and Technology will come to order. Today the subcommittee revisits the i^ue of management at 
the Internal Revenue Service (IRS). The problem before us is the apparent inability of the IRS to 
adapt to the information and accountability donands of the late twentieth century. 

One year ago, this subcommittee held a hearing on financial management at the IRS. At 
that hearing we discussed the IRS’s revenue accounting system, which is in such disarray it 
cannot even be audited. We also reviewed the IRS’s problems with collections, management of 
accounts receivables, filing fraud and fraudulent refiinds, records retention, tax lien r«mvery, and 
personnel browsing of taxpayer records. It was not a short hearing. 

Last September we held another hearing on IRS financial management. At that session 
we received more reassurances that improvements were underway. Yet here we are today, 
reading a steady stream of press reports on feeble management, failed automation, and poor 
customer service at the IRS. 

The list of failed projects only grows longer: 

• The Tax Systems Modernization project, a 4 billion doll^ attempt to modernize the IRS’s 
decades-old computer systems; 

• Cyberfile, a project that would have allowed taxpayers to prepare and electronically 
submit their tax returns from their personal computers; 

• Integrated Case Processing, a program that would have allowed IRS representatives to 
access all the data needed in order to answer taxpayer questions over the telephone; 

• the Document Processing System, a system that would have scanned paper documents 
and electronically captured data for subsequent processing and retrieval; and even 

• the Service Center Recognition/Image Processing System, the failed document-scanning 
program that the Document Processing System was designed to replace. 


1 
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1 hope that we will not have to add the Year 2000 computer software conversion problem 
to the failure list. It would be a catastrophe not only for the IRS but for all the other agencies and 
organizations that depend on IRS information. 

A Senate hearing last week focused on the problem of certain IRS employees snooping in 
the agency’s taxpayer computer files. The IRS had previously announced a policy of “zero 
tolerance” for this inappropriate browsing and assured Congress that the problem had been 
solved. Yet the General Accounting Office has just released evidence that personnel snooping 
continues. 

It is tempting to solve many of the problems at the IRS by contracting out various 
functions, especially those in information technology development. But this will only work if 
the IRS can specify its objectives and assess the costs and the time it will take. The IRS must 
also be able to determine whether delays in delivery of components of the system are going to 
cause delays in the whole implementation process and what the implications of such delays will 
be. It is not clear that the leadership at the IRS is up to this challenge. 

Contracting out is clearly not a panacea. One can hope that the Government Performance 
and Results Act is forcing top management at the IRS to reevaluate what they are doing and how 
they are doing it. Federal agencies right now are supposed to be consulting with Congressional 
committees of jurisdiction to refine their strategic and performance plans, and proposals for how 
they are going to measure results, This is an excellent opportunity to put into place a new 
approach to doing business. But from what we have seen so far of the plans and performance 
measures that the IRS is developing, it is still business as usual. 

At this point, the subcommittee hopes that improvement will occur. There are several 
important questions that must be answered. What does the IRS need to do to get its 
modernization project back on the track? How is the Treasury going to ensure that the IRS 
embarks on a modernization plan that will work? What sort of milestones or benchmarks should 
a modernization plan have so that its progress can be monitored? How long do we have to wait 
to see results? Will the right people be held accountable? How can we overcome obstacles to 
change such as the organizational culture of the IRS? How do we modify it? How do we make 
sure that the IRS can manage multimillion-dollar information-technology development projects, 
even if such projects are given to outside contractors? 

The IRS must be accountable. Americans have a right to know whether the agency that 
collects taxes from their hard-earned money is capable of managing its internal operations in an 
efficient, fair, and accountable way. The IRS emphasizes the need to maintain taxpayers’ faith in 
the voluntary compliance system. That faith is undermined by stories of refund fraud and of 
translators helping illegal aliens to get refunds. 

• We need to know that the IRS has adequate control over refund fraud. 

• We need to know that the information provided in their financial statements is reliable. 

• We need to know that the IRS gives good information to taxpayers in response to their 
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telei^one queries. 

• We need to know that the IRS treats all taxpayers fairly and appropriately. 

• We need to know that the IRS is collecting the propCT amoimt of taxes at tte lowest 

possible cost to the public. 

These are the measures of success. 

We welcome our guests today. We wll be hearing from Lynda Willis of tiie General 
Accounting Office. SIk is the director for tax admimstralion ami policy ar^ will discuss the 
progress the IRS has made in acting on reccwnmendatioiis submitted by GAO to imixove IRS 
operations. Robert Tobias of the National Treasury Employees Union will present IRS 
employes’ views on how to reSore public and congre^ionaJ cxmfiderKe in flie II^. Sheldon 
Cohen, former IRS Commissioner during the Johnson Administration and a National Academy 
of Public Administration Fellow, will tell the Subcommittee how the situation looks from his 
vantage point. He was Commissioner when the IRS first sterted to computaizc its operations. 
Also ^tifying is Shelly Dava, former IRS historian — the only one it has ever had. She will 
ipnesent her views on why the IRS is in trouble and what they can do to get back on die track. 

The IRS will have an opportunity to tell us about its own plans. Deputy Commissioner 
Michael Dolan will provide us with testimony on the IRS’s apfuoadi to moderaistion. Rob 
Portman, representative from Ohio, co-chairman of the congi^sionally ^pointed National 
Commission on Restructuring the IRS, and a member of this Subcommittee had planned to give 
us his pei^iective on scmie ideas for bow we can make sure that die IRS become a w«l!- 
managed ag<mcy. He is detained back in his Ohio district The vieiw of the National 
Commission will be given by Fred Goldberg, a former IRS Commissioner and a member of the 
Commission. Welcome to each of you. 

We had invited Representeaive Jim Traficant, also fix)m Ohio, to present his ideas on 
changing the burden of proof in tax disputes from die taxpayer to the IRS, a fwoposal that would 
level the playing field. Unfortonately Mr. TrafiCtUit cannot be with us today, but he has provided 
us witii a written stetement thm will be included in the hearing recotd 3i the end of die opening 
statements, withoiU objection. 

This subcommittee does not like to be unduly pessimistic. For every problem, diere are 
opportunities not only to solve the problem, but to make things better than they were before. 

I have gone on record as advising the President that he should be judicious in his choice of the 
new IRS Commissioner. It should not be stMneone who is simply a CPA tax accountant, or a tax 
lawyer, but someone who Ims demonstr^le mana^ment expertise in providing leaderehip to 
large, complex organizations. 
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Mr. SUNUNU. Mr. Chairman, I don’t have a full opening state- 
ment this morning, but I certainly want to thank the witnesses 
that are going to b^e providing testimony today. Certainly your ap- 
pearance here before the committee is extremely timely. As we 
move forward toward the 21st century, toward the century change, 
and look at the technological issues that are facing all of Govern- 
ment’s areas of administration, but in particular the Internal Rev- 
enue Service and their attempts to improve their operations in 
such a way as to not just promote efficiency and capability within 
the organization, but hopefully to restore some public confidence in 
the integrity of the operations of Government’s financial systems. 
I think there is a tremendous amount of opportunity to bring mod- 
ern management techniques, information systems, and the kind of 
changes that will make a difference, as I say, in both, in terms of 
how we operate Government and also in restoring public confidence 
to the operations of one of the most important agencies in Govern- 
ment. 

I look forward to the testimony today and hope we will have the 
opportunity to ask some questions that might shed additional light 
on to where the opportunities for improvement might exist. Thank 
you. 

Mr. Horn. I thank the gentleman. 

[The prepared statements of Hon. Carolyn B. Maloney, Hon. Ber- 
nard Sanders, and Hon. James A. Traficant, Jr., follow:] 
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Opening Statement of 
The Honorable Carolyn B. Malone^ 

“IRS Mismanagement and ideas for Improvement” 



April 14, 1997 


Thank you, Mr. Chairman, for holding this important 
hearing on the Internal Revenue Service. We are hearing 
sounds of alarm from all quarters that the IRS is in serious 
trouble. The agency, according to some, is barely able to 
perform its core functions -- administering the tax code, 
processing tax returns, and accounting for the taxes 
collected and uncollected. 


These same witnesses compare the management crisis 
of today to that which existed at the IRS in 1952 when the IRS 
was run by political appointees with little experience in tax 
law or administration. In 1952 we restructured the IRS to 
remove political appointees and created an efficient and well 
run bureaucracy. But that bureaucracy has stagnated, and 
it appears that we again have an agency in need of serious 
reform from the top down. 
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Part of the responsibility for this situation belongs with 
Congress. Since 1981 we have averaged more than one tax 
bill a year. Each requiring new regulations to be issued and 
understood by both citizens and businesses, and if they do 
not absorb those changes the penalties can be 
overwhelming. 

Part of the responsibility belongs with the management 
of the IRS. American businesses, large and small, collect 
over 70 percent of the taxes for the IRS, and the American 
public pays all of those taxes. When the IRS goes to 
implement the tax laws, they pay little attention to what the 
implementation means for businesses or individuals. All too 
often it seems that the regulations are written for the 
convenience of the agency and not the public. It is certainly 
the case that they are written with little consultation with the 
public or the business community. 

We should not, however, blame the rank and file IRS 
employees for these problems. There have been several 
successes at the IRS over the last few years. The cost of 
collection has gone down. Filing fraud has been reduced. 
New ways of filing have been introduced. Delinquent tax 
collection has gone up. The implementation of these 
changes is the result of the hard work of many IRS 
employees. 
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I find it somewhat disturbing that the IRS is reducing the 
size of its workforce, when the agency faces some of the 

most difficuit challenges of the century. I fully believe that 
the time will come when computers and electronic filing 
diminishes the need for a number of temporary and full time 
workers at the IRS. The reports I hear about modernization 
make it clear that the time for those changes is not yet here. 

Today we will hear a number of solutions proposed to 
solve problems at the IRS. Some would prefer to get rid of 
the IRS and institute a flat tax. Others recommend a 
moratorium on tax laws, and that we put our energies into 
rebuilding the IRS so that it once again is a world class 
system. Some would have us make the IRS an independent 
agency with a board of directors from the business 
community and tax specialists. Still others urge a private 
sector approach where we do a wholesale replacement of 
the management staff. 



12 


It is not clear what the right solution is for fixing the IRS. 
What is clear is that we have a crisis on our hands. The IRS 
spent $3 billion on modernizing Its computers and has 
virtually nothing to show for It. Security at ttie agency is lax, 
and the books cannot be audited. If this were a public 
corporation, the stock would be In a tail spin, and heads 
would roll. 

I look forward to hearing the witnesses today and 
exploring their suggestions for change. Again, Mr. 
Chairman, I thank you for calling this hearing. 
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statement ot Representative Bernard Sanders (l-Vl) 

House Government Reform and Oversight Subcommittee on Government Management, 
Information, and Technology 

April 14, 1997 


Mr. Chairman, 

Let me begin by thanking you for holding hearings on IRS management and restructuring. 
1 appreciate the opportunity to speak to what 1 believe is a serious issue for taxpayers and tax 
preparers in the state of Vermont and across the country - and that is the impact of the proposed 
field reorganization on taxpayer service. 

Mr. Chairman, 

What we have been hearing fi'om the IRS recently is that their field reorganization, 
involving the consolidation of 63 district offices into 33 district offices and the dissolution of 
thousands of positions, is a smashing success. In their March 27, 1997, Report to Congress, the 
IRS in fact states that the reorganization “has not and will not adversely impact service to 
taxpayers or the Problem Resolution Program.” 

I cannot speak to the customer service concerns in other parts of the country, but I can 
say quite clearly that the reorganization in the state of Vermont - contrary to what we have heard 
today -- has been a dismal failure. Allow me to explain: 

First, last August, the Burlington, Vermont District was one of the 30 IRS District Offices 
that were consolidated into newly centralized Districts. All of Vermont has become part of the 
New England District, based in Boston, which also covers the entire states of Maine, New 
Hampshire, and Massachusetts. 

Second, more than one-fifth of all positions in the former Burlington District will have 
been eliminated or transferred to Boston. In contrast to the premise of the reorganization plan - 
to decrease management positions while increasing front line personnel - during the past year, 
due in part to a hiring freeze, taxpayer service positions in the Burlington office have been 
reduced from fifteen to eight. These reductions include decreases in the number of compliance 
positions, leaving the entire state with only one experienced and well-trained office auditor. 
Moreover, there is an expected decrease in the staffing level in the Problem Resolution Office, 
which is the primary point of contact for my office and is widely considered the most effective 
taxpayer service program in the agency. 

Third, the successful Volunteer Income Tax Assistance and Tax Counseling for the 
Elderly programs - two community-based, volunteer programs - are now coordinated out of the 
Boston Office, which is rou^y 300 miles away from most Vermonters. 
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Fourth, IRS has instructed its taxpayer services personnel to route most telephonic 
inquiries by Vermont taxpayers to toll-free numbers, staffed by the New England District Office. 
Until recently, Vermonters had been largely spared from the 1-800 system, and have been able to 
place intrastate calls to IRS personnel in Burlington. Now, Vermonters who call with questions 
are now directed to call the 1-800 number. 

These changes in operations and staffing levels have had a negative impact on taxpayer 
services in the state of Vermont. 

Mr. Chairman, 

In an effort to broaden my understanding of the impact of the reorganization, I wrote on 
two occasions to all tax preparation services in Vermont to solicit their input relative to this 
matter. I explained in my letters that I wanted the benefit of their experiences as tax preparers, 
and I specifically asked whether they had noticed any appreciable change in the service that they 
had received from the IRS since the dissolution of the Burlington District. The letters were 
mailed in October of 1996 and in February of 1 997. 

The response to my letters has been impressive. From the 117 letters I sent, I have 
received 26 responses - with only 2 of those responses indicating no change in the level of 
service. I would like to submit for the record the attached summaries I prepared from these 
responses. 

Allow me to summarize briefly what has happened in Vermont due to the reorganization: 

1 . Decisions are not being made in a timely manner. Without a District Director in Burlington, 
the Burlington Office no longer has the authority to make decisions that affect Vermont taxpayers 
as it did before the reorganization. This change, and the resulting transfer of important functions 
to the Boston Office, has eroded “local ” attention to customer service and impeded timely 
decision-making. Furthermore, the organization of front line managers answering directly to a 
District Director has acquired multiple layers to include branch chiefs, division chiefs, assistant 
division chiefs, and an assistant District Director. All of these changes have made the IRS 
response to customers slower. Tax preparers and taxpayers are having to wait longer for answers 
or wait longer in lines at the few IRS walk-up sites available. 

2. The Burlington District is now operating with only one experienced staff person in an office 
audit position. In the past, there have been as many as four or five experienced office auditors to 
cover the state. Although new auditors have been hired, they lack experience and have only 
recently received the training necessary to perform their difficult work. This change, due mostly 
to a hiring freeze, threatens the ability of the IRS to increase voluntary compliance — which rises 
only when information and guidance are readily available to taxpayers. 

3 . Taxpayers and tax preparers are not getting the level of telephone service they did in the past. 
Let me assure you that any claim that 1-800 services can effectively replace community-based 
personnel is of no comfort to any taxpayer who has tried to get through to the IRS during tax 
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season. Additionally, serious deficiencies with the 1-800 system have repeatedly been identified 
by the GAO. While the IRS has improved its accessibility so far this season, a March, 1996 GAO 
report placed the IRS telephone accessibility rate at just 20 percent (GGD-96-99), This change 
in tdephone service marks a major decrease in the level of service for Vermonters, and the 
majority of tax preparers who have contacted me have been particularly fhistrated with the 
amount of time that they have spent trying to work with the IRS 1-800 system. 

Additionally, of particular concern ^th respect to telephone service is the feet that the 
IRS is encouraging taxpayers who call for help to “ask their accountant” for service with a 
taxpayer question. Quite fi-ankly, it appears that the IRS believes that the Burlington District had 
given out too much customer service in the past and must now reduce that to the level of Boston. 

4. Volunteer tax assistance personnel are not receiving the same level of training as in the past, 
and efforts to recruit new volunteers have diminished. These changes mean that volunteer 
taxpayer service efforts — essential to fee overall customer service scheme — are not being 
supported by the IRS reorganization. . 

In light of these concerns, I would like to ask the Deputy Commissioner two questions; 

1 . What is the IRS going to do to increase taxpayer service in the state of Vermont? 

2. If, as has been noted, there remains $97 million in the IRS Budget of Fiscal Year 1997, 
intended for other IRS projects that have been canceled, then why cannot that money be directed 
to hire additional customer service and compliance personnel in former Districts such as 
Burlington. 
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Summaries of Vermont Tax Prepares' Responses to IRS Reorganization 
Joseph, C.P.A. from South Burlington, Vt.: 

“There is no way to compare this Vermont Service with the long-distance telephone call to 
Andover Service Center.” The change will, “create enmity between honest taxpayers and 
representatives of the Internal Revenue Service.” 

Bob, TCE from Arlington, Vt. : 

Not bothered if the IRS only cut top managerial positions, but he’s worried that the elimination 
of 12 positions in the Burlington Office will “reduce unreasonably the support Vermonters 
receive" from the IRS. 

Marsha, C.P.A. from Bane, Vt.; 

“It’s been a nightmare." The Tax Practitioner’s Hotline previously operated out of the 
Buiiington Office has been discontinued. Now she has to write Boston, or wait all day on the 
toll-free line. Either way, she doesn’t get timely responses. She and her clients have called up 
to four different numbers in the Boston office in a single day, only to receive four different 
recorded lines. She’s afraid that there wUl be a reduction in voluntary compliance if the IRS 
does not provi^ decent customer service. In this sense, she believes that the IRS is cutting off 
its nose to spite its fare. 

Joan, VITA Program in Bennington, Vt. : 

She is concerned that the further downsizing will affect their ability to serve low income 
Vermonters. They are already overwhelmed. 

David, a C.P.A. from Middlebury, Vt.: 

Several clients have been affected directly, he believes that it’s due to the change in decision- 
making jurisdiction. He has seen a particular change in resolving matters related to amended 
or corrected returns - this used to be a straightforward procedure handled out of Burlington — 
now he has to wait for weeks or more to get a reply Boston. He believes that the 
reorganization will be a serious loss to Vermont. 

Maureen, EA from Winooski, Vt. : 

She is veiy "disappointed to learn that the Priority Case Processing Unit was transferred out of 
Burlington [since it], ..had been very helpfiil many times in resolving problems.” She also 
reports that she has experienced “considerable delay in a recent audit,” which she attributes to 
the cutback in staff. 

Raymond, C.P.A. from WilUston, Vt.: 

Reports that he has already had problems in Burlington due to the realignment of staff. 
Apparently, it can take up to an hour for walk-ins to be attended to, even if the visit is just to 
pick up forms. During a recent visit, Raymond’s secretary reported that there were only two 
people attending to the public; one doing electronic filing and the other attending the walk-in 
window. 
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Paul, a C.P. A. from St, Albans, Vt. : 

Has already noted increased difficulty in reaching IRS staff who are able to dispense forms and 
general information. He has also experienced an increase in calls from non-clients who have 
contacted his firm for advice because they are having difficulty getting through to the IRS. He 
writes that, "it is obvious that the reorganization has made it more difficult for the general 
population to deal with the IRS locally.” 

Beverly, TCE Volunteer in Danville, Vt. : 

She has noticed a change already in the coordination of the TCE and VITA programs in her 
area. For the first time in ten years as a TCE volunteer, the IRS didn’t provide official IRS 
instructors - the trainers were volunteers themselves, and although they were good, they did 
not know the answeis to all of the questions. Also, there were no VITA volunteers this year, 
which she believes may be due to lack of outreach efforts to recruit them. 

Josqjh, CPA from Essex Junction, Vt. ; 

Rqxjrts that he has been told that she had to contact Boston instead of Burlington, but she can 
never get through. The Practitioner’s Hotline, which was always staffed by human beings in 
Burlington, is now always busy in Boston, and when you do get through, there’s a recorded 
message. The 1-800 is so busy that it is “useless." 

George, CPA from Burlington, Vt.: 

The PRO in Burlington has been great in resolving issues in the past. Now the simplest 
matters — such as erroneous notices - are difficult to resolve. 

Annette, CPA from Bellows Falls, Vt,: 

Reports that file Burlington Office has been “vital in resolving clients’ tax problems quickly 
and efficiently.’ She laments that about the “busy signals at the Service Centers, and the long 
waits for an information reply through the mail are exasperating.” 

Donald, EA, from Newport, Vt.: 

R^rts that after being told that the Tax Practitioner’s Hotline at the Burlington Office had 
bcCT terminated, he was directed to a 1-800 Hotline in Boston. “What a contrast! And what 
an inefficient use of my time and energy to deal with the maze of touch tone options and 
holding period. This is especially disconcerting for those of us who rely on the IRS for 
problem solving of complex tax situations.” 

Richard, RPA fitim Winooski, Vt.: 

His experience is that taxpayers’ problems that are referred to taxpayera’ assistance, collection, 
or the PRO in Burlington were handled within days, or at most, within a week. He has 
experienced long delays in receiving the same attention from other offices, especially from the 
Service Centers. “The general public, in my opinion, has lost confidence in our tax system 
and it is being reflected in a decrease of voluntary compliance.” He has had to contact Buffalo 
and Boston instead of Burlington to resolve taxpayers’ issues, which has added time and 
expense (which they have to pass on to their clients — the taxpayers). He reports that the PRO 
in Burlington had been essential in resolving problems in a timely manner. He also worries 
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that the incieased hassle of communicating with the IKS will lead to iocieased compliance 
problems. 

Rod, a C.P.A.: 

Service has declined recently, especially for Vermont cases pending in Boston. He has had 
one that has been pending in Boston for a couple of months, with absolutely no action or 
notification. 

Joseph, CPA from Brattleboro, Vt. : 

“There is one major chimge that I have already noticed and that is attitude when dealing with 
the Internal Revenue Service. . . . Our office has always had a professional and business 
relationship with the Internal Revenue Service in the State of Vermont. . .Both the Internal 
Revenue Service and the taxpayers of Vermont have benefitted [from this relationship].” 

Schuyler, CPA from St. Johnsbury, Vt. : 

“Because dealing with the Andover processing center is such a nightmare, we depended upon 
the Burlington.. .office.. .to resolve problems.” 

Ray, an agricultural consultant from Brattleboro, Vt. : 

Believes that the reorganization is a “great disservice to Vermont Taxpayers.” He has already 
seen a real reduction in the service that he has received from the Burlington Office, which had 
always provided him with excellent responses. He believes that this is a product the reduction 
of taxpayer assistance staff at the office. 

William, CPA from Bennington, Vt. : 

“Whereas the Burlington District was wonderful, now it is very difficult to access the Tax 
Practitioners’ Assistance Hotline in Boston." 



19 


Testimony of the Honorable James A. Traficant, Jr. 

Before the Subcommittee on Government Management, 

Information and Technology 

Oversight Hearing on Internal Revenue Service Mismanagement 

April 14, 1997 

Mr. Chaitman, I would like to take this oppoitunity to thank you and the committee 
for allowing me to submit testimony. I think this committee’s work will go a long way 
toward restoring the American public’s trust in the federal government. 

Mr. Chairman, as we all know, tomorrow is April 13th, the day all Americans must 
remit a large portion of their hard earned income to the federal government. It’s a date that 
carries with it negative connotations because of the Inferftal Revenue Service and the fear 
those three words strike in every American’s heart. 

Taxpayer confidence is at an all-time low. In each of the last five years, the General 
Accounting Office has released what have become annual reports criticizing the IRS for its 
shoddy record keeping, inability to record receipts to the general fund and the Social 
Security Trust Fund, frequently giving out incorrect tax filing advice and spending over $4 
billion on a computer system that doesn’t work. 

It’s critical that the Congress fix the mess at the IRS because the IRS effects every 
single American. No other government agency comes close. Only the IRS requires every 
American to file an annual report with the federal government. To most people, the IRS is 
the federal government. That’s why it’s so important that Congress fix the IRS. 
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Page Two 

To start. Congress needs to simplify the tax code so that it doesn’t take an attorney 
and a CPA to complete a 1040 form. How can Americans tmst the tax law when they’re 
never sure if they paid their fair share? Take two hypothetical neighbors. Mr. Smith and 
Mr. Jones, with identical families, homes, and incomes. Mr. Smith hires a smart CPA to 
do his taxes while Mr. and Mrs. Jones spend a few hours doing their taxes on the kitchen 
table late one night. We know that Mr. Smith paid less in taxes because Ms CPA was able 
to manipulate the tax code to his favor. Until the tax code treats everyone fairly, we can 
expect to see a continuation of the anti-government sentiment that pervades this country. 

Another problem with a complex tax code is that increases the chances that an 
innocent error wiU come back to a taxpayer. My office receives thousands of letters a year 
from people who have made honest mistakes. They’re not tax cheats or criminals. But the 
IRS treats them as if they were pushing heroin in a school yard. They get hit with penalties 
and interest and soon they owe thousands of dollars on a simple mistake. 

For the past 12 years, I have been fighting to rein in the IRS and restore some basic 
rights to American taxpayers. Congress has enacted into law some important changes in the 
way IRS agents operate, including my idea to establish a special training program to teach 
IRS agents how to respect taxpayer rights. Last year Congress enacted into law the 
"Taxpayer Bill of Rights n" which included several measures I championed for years. One 
was increasing the penalty for IRS agent misconduct from $100,000 to $1 million. This 
committee has taken important steps forward in protecting and enhancing taxpayer rights, 
and in changing the culture at the ERS. But much more needs to be done. 

In January, I reintroduced legislation, H.R. 367, to shift the burden of proof in a 
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civil tax case from the taxpayer to the IRS. My bill: 

* Clarifies that in the administrative process leading up to a civil trial, the burden of 
proof remains with a taxpayer. However, once a civil tax case goes to court, the bill 
requires that the burden of proof be on the IRS. 

* Requires a 30-day notice and judicial consent before the IRS can seize property. 

* Directs the General Accounting Office to conduct a one-year study of possible ways 
to offset projected revenue losses caused by shifting the burden of proof. 

The bill is simple. It ensures that the sacred American principle of "innocent until 
proven guilty" is extended to every hard-working, honest taxpayer. Most Americans don’t 
have the financial means or the fortitude to fight IRS accusations in a court battle. When 
the IRS points its finger at you, it does not have to provide evidence substantiating the 
charges. The IRS does not have to prove the taxpayer’s guUt, the taxpayer has to prove his 
or her innocence. My biH will correct this injustice. 

All too often, the IRS terrorizes and threatens taxpayers. Too many lives have been 
mined unjustly, and it’s time to rein in the IRS and ensure that it respects the rights of 
every taxpayer. The IRS should not be above the law. It should be required to play by the 
same mles as any other government entity. That’s what my bill is all about. 

By separating the administrative process from the actual court process, H.R. 367 
addresses concerns that have been raised by some members of the committee. Namely, that 
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my original bill would handcuff the IRS and aid so-called "tax protesters" . The independent 
study provision is intended to address concerns others have raised over the loss in federal 
revenue that could result if the burden of proof requirements were changed. 

In the last Congress, I described at length on the House floor the cases of average 
American families whose lives were mined without cause by the IRS. I received thousands 
of letters from all over the country from people who told me their BRS horror stories. H.R. 
367 will protect your constiments from being unjustly bankrupted or rained by the IRS. 

Recently, I read a story about an agent who saw a Rolls Royce parked at a restaurant 
where he was eating lunch. He jotted down the license plate, tracked down the owner of 
the vehicle, and levied their accounts for tax evasion. Since when did the ownership of a 
luxury car because a suspicious criminal activity? The IRS must reign in it’s overzealous 
and intrusive agents. 

I find it interesting, to say the least, that some would complain that shifting the 
burden of proof to the IRS would be too costly. Since when do we put a price tag on basic 
rights? If some bureaucrat had analyzed the Constitution and determined how much things 
like jury trials would cost, would we have a democracy today? Democracy and justice do 
not come cheap. But they are dear. The basic tenet of American justice, irmocent until 
proven guilty, should apply to all Americans - especially those who face the overwhelming 
and intimidating resources of the IRS. 

Barlier this year, I also introduced H.R. 853 to require the GAO to smdy the effects 
of a modest flat tax coupled with an national sales tax. Proponents of the flat tax, and there 
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are many, argue that a flat tax would be more fair to Americans than a progressive income 
tax. Meanwhile, the proponents of the consumption tax tout the elimination of the Internal 
Revenue Service as a chief benefit. All Americans agree that a simplified tax code would 
eUminate loopholes and complex deductions only a tax attorney and CPA understand. 

Since coming to Congress, I have supported the idea of a simplified tax system. 
Ihere’s no question in my mind that more Americans would pay their taxes if they 
understood what they owed and they didn’t feel they were missing out on some obscure 
break they overlooked. If you honestly felt that you were paying your fair share, you would 
have more confidence in the system. Imagine the savings to Americans in tax prqiaiatioi, 
not to mention money spent on antacid. 

In my view, the best way to simplify the tax system, reduce the intrasivsness of the 
IRS and maintain current levels of revenues is the establishment of a low flat income tax on 
individuals and businesses, coupled with a modest national sales tax. This plan would 
incentivize savings, reduce interests rates, drive new business, and generate more economic 
activity while still maintaining our present level of revenues. 

My bin calls for the Comptroller of the General Accounting Office to study the 
effects of the flat tax/consumption tax idea, including possible deductions for interest on a 
home mortgage, college tuition, and a per child deduction, My bill won’t change the tax 
code, only require a study of the effects of a change. I am so confident in this plan that I 
think after the GAO smdy is complete, the advantages will become apparent. 


I also believe that should Congress adopt my flat tax/consumption tax plan, it should be 
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coupled with legislation mandating that any tax increase be approved by a two-thirds vote of 
the House and Senate. Such a provision would make it difficult for Congress to raise the 
flat tax and the sales tax once they are in place. 

It is my undeistanding that the Ways and Means Committee will bring a bill to the 
floor tomorrow to punish IRS agents who snoop into tax files. It was revealed last year that 
IRS agents were looking into the files of neighbors, relatives, ex-spouses, and celebrities. I 
am happy to see this criminal behavior penalized. It’s an important step in the right 
direction. 

I would like to outline several solutions for ending the current Internal Revenue 
Service nightmare. 

Margaret Miltner Richardson, the current commissioner of the IRS, has stated she 
will step down at the end of this tax filing season. Historically, this position has been filled 
with a tax attorney. It's imperative that the Clinton Administration appoint a new 
Commissioner with managerial experience. 

The IRS must be made independent of the Treasury Department and the 
Administration to remove any question of politically motivated tax audits against 
conservative organizations. It is well known that former President Richard Nixon attempted 
to use the IRS to go after his enemies. This should never be allowed to happen again. 

The IRS has to make sure that all infonnation disseminated by its agents and 
telephone operators is correct. Take the case of Southern University in Louisiana. They 
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received a notice from the IRS directing them to changed the scheduling of their payroll tax 
deposits. They did so and now they face a fine of $124,736.02. It turns out the circular 
didn’t apply to them and while the IRS admitted it was wrong they won’t relinquish the 
penalty charge. 

The phone and computer systems at the IRS must be upgraded to 21st century 
standards. Phone calls to the IRS must be answered by courteous and helpful agents. The 
present computer system mess must be fixed so that when a taxpayer calls, they don’t have 
to be routed across the country to have a simple question answered. The number one 
complaint I hear regarding the IRS is not being able to talk to a human being. Number two 
is not being able to reach that same person on a follow-up call. 

Last month, an agent called my office anonymously to tell me that agents prefer the 
old computer system to the new one because it’s easier to use. So far, Congress has 
appropriated over $4 billion on a computer system that doesn’t work and no one Ukes. This 
is an outrage. Stories like these do nothing for the American peoples faith in the 
government. 

Mr. Chairman, you could say that the IRS has an impossible job: collecting the taxes 
and doing it in a professional and courteous manner. No doubt some people will cheat the 
system. But the current IRS mentality seems to treat everyone like they are criminals. One 
of the top priorities of the IRS should be teaching, on a constant basis, their employees to 
treat all taxpayers wit respect and courtesy. Most tax cases are simple misunderstandings by 
taxpayers who don’t understand the complexity of the tax law. Most are civil penalties that 
can be taken care of administratively. So why do so many agents treat American taxpayers 
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like lowly criminals? Why do I keep getting phone calls and letters, hundreds a week, from 
taxpayers who describe the rude and harassing manners of agents? It’s a sad day for our 
democracy when Americans are afraid of their own government. As I noted earlier in my 
statement, for many Americans the IRS is the only federal agency they ever deal with. Is it 
any wonder confidence in the federal government is so low? 

Two cases come to mind that vividly illustrate what’s wrong at the IRS. 

In 1995, Montana Air Force captain William PeU Thompson had his refund seized 
because of a mistake by a North Carolina county office seeking a deadbeat dad named 
William P. Thompson. Captain Thompson once spent less than a day in North Carolina on 
a tour of Air Force bases. The Thompsons were in the process of trying to buy a house and 
any lien would negate their chances at obtaining a mortgage. In all the confusion of trying 
to clear their name and records, Mrs. Thompson was brought to tears by an IRS agent that 
suggested her husband was leading a double life. 

The popular Virginia Beach restaurant 77te Jewish Mother was closed down when the 
IRS swooped in with rifles and drug-sniffing dogs to remove truckloads of evidence 
including the computers and cash registers. Five months later all their belongings were 
returned. It turned out their informant was lying and no criminal charges were filed. 

Owners of The Jewish Mother never received an apology. 

I also see many areas where small changes could go a long way toward restoring the 
faith in the federal government. First of all, the IRS needs to stop using the word 
''voluntary” to describe our tax compliance system. Too many people believe it means if 
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you don’t have to pay if you don’t feel like it. A voluntary tax compliance system signifies 
the method a taxpayer uses to settle his obligation. In an involuntary system, the 
govenunent remands the money by force oa any given day. Our "voluntary" system 
requires the taxjayer to submit the information on April 1 5th. 

I am also deeply disturbed by accounts in the newspaper about taxpayers afraid to 
claim the home office deduction because it sends a red flag to the IRS and triggers an audit. 
This is wrong and it defeats the purpose of the deduction. When taxpayers are afraid to 
take advantage of deductions, Congress needs to understand that undermines the intent of the 
deduction. 

The IRS also needs to change the computer system that generates delinquency notes 
to taxpayers. If you have ever seen one of these you know they can be very intimidating. 
The IRS needs to change to a more readable print with a less condescending tone. 

The IRS does respond to criticism and pressure from Congress. In 1996, after 
Congress and the American public objected, the IRS cancelled it’s plans to enaa random 
economic reality or "lifestyle" audits. These super audits were designed to get into the 
minds of the criminal elements who cheat on their taxes. In reality, these audits were 
intrusive and unnecessary. Taxpayers would have been asked what kind of food they eat, 
what kind of restaurants they eat at, where do they go on vacation, how much did they 
spend on their daughters wedding. Call me crazy, but wouldn’t it be easier to question tax 
cheats in jail and not law-abiding taxpayers? I raise this last point to inspire Congress to 
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Mr. Horn. Now we will swear in the panel witnesses, Lynda D. 
Willis, Director of Tax Policy and Administration, General Govern- 
ment Division, U.S. General Accounting Office. She is accompanied 
by Rona B. Stillman, the Chief Scientist for Computers and Tele- 
communications, U.S. General Accounting Office. 

[Witnesses sworn.] 

Mr. Horn. Both witnesses have affirmed, the clerk will note. 

Please proceed, Ms. Willis. As you know, the routine is we would 
like you to summarize your statement. We all have the statement, 
and had it in advance, but this is an important subject. If you go 
over 10 minutes in summary, I am not going to be offended, be- 
cause I would like you to get out your key points on the record. 

STATEMENT OF LYNDA D. WILLIS, DIRECTOR, TAX POLICY 

AND ADMINISTRATION, GENERAL GOVERNMENT DIVISION, 

U.S. GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY 

RONA B. STILLMAN, CHIEF SCIENTIST FOR COMPUTERS AND 

TELECOMMUNICATIONS, U.S. GENERAL ACCOUNTING OF- 
FICE 

Ms. Willis. Thank you, Mr. Chairman. We will submit our writ- 
ten statement for the record. 

We are very pleased to be here today to testify before this sub- 
committee on GAO’s high-risk work. A key factor in understanding 
IRS’ ongoing difficulties in the high-risk areas is the realization 
that its major processes and systems were developed and imple- 
mented decades ago and were not designed to address the critical 
needs and vulnerabilities that confront IRS in the 1990’s. 

In addition, the problems IRS faces in eliminating its high-risk 
vulnerabilities are compounded by their interdependencies. IRS’ 
success in addressing the weaknesses in its program areas is clear- 
ly linked to the successful modernization of its systems. However, 
this understanding does not mitigate our concern over IRS’ 
progress in developing a comprehensive strategy or detailed busi- 
ness plan for modernizing its outdated processes and systems. 

For years, we have chronicled IRS’ struggle to manage its oper- 
ations and have made scores of recommendations to improve IRS 
systems, processes, and procedures. In order to achieve its stated 
goals of reducing the volume of paper tax returns, providing better 
customer service, and improving compliance with the Nation’s tax 
laws, IRS needs to develop a comprehensive business strategy to 
ensure that new and revised business processes drives systems de- 
velopment and acquisition. 

Solving the problems in the high-risk areas is not an insur- 
mountable task, but it requires sustained management commit- 
ment, accurate information systems, and reliable performance 
measures to track IRS’ progress and provide the data necessary to 
make informed management and oversight decisions. There are 
four long-standing high-risk areas at IRS: tax systems moderniza- 
tion, financial management, accounts receivable, and filing fraud. 
In addition, two of the new governmentwide high-risk areas also di- 
rectly affect IRS’ operations: information security and the year 
2000 problem or century date change. 
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Turning to each of these, I would like to briefly discuss the 
progress IRS has made and the measures IRS must take to resolve 
the issues. 

In July 1995, we reported that IRS, one, did not have a com- 
prehensive business strategy to cost effectively reduce paper tax re- 
turn filings; two, had not yet fully developed and put in place the 
requisite management, software development, and technical infra- 
structure necessary to successfully implement its ambitious world- 
class modernization; and, three, lacked an overall systems architec- 
ture, or blueprint, to guide the modernization development and 
evolution. At that time, we made over a dozen recommendations to 
the IRS Commissioner to address these weaknesses. 

In 1996, we reported that IRS had initiated many activities to 
improve its modernization efforts, but had not yet fully imple- 
mented any of our recommendations. 

Since then, IRS has taken additional steps. For example, a new 
Chief Information Officer has been hired, as well as additional 
technical expertise. IRS also created an investment review board 
that has re-evaluated and terminated several modernization devel- 
opment projects that were found to be not cost effective. IRS has 
also updated its systems development life-cycle methodology, and is 
developing a systems architecture and project sequencing plan for 
the modernization. 

While we recognize IRS’ actions, we remain concerned because 
much remains to be done to fully implement essential improve- 
ments. It will take both management commitment and technical 
discipline for IRS to accomplish these tasks. 

Furthermore, despite persisting weaknesses in both software de- 
velopment and acquisition capabilities, IRS continues to request 
hundreds of millions of dollars for systems modernization efforts. 
In its fiscal year 1998 budget request, IRS and the administration 
are seeking $131 million for systems development initiatives, and 
$500 million in each of the next two fiscal years for yet to be speci- 
fied modernization efforts. However, the requests do not include 
credible justifications for the spending and are not based on analyt- 
ical data or derived using formal cost estimating techniques. Ac- 
cordingly, we believe that Congress should consider not funding ei- 
ther request. 

Turning to financial management, our audits of IRS’ financial 
statements have outlined the substantial improvements needed in 
IRS’ accounting and reporting in order to fully comply with the re- 
quirements of the CFO Act. The audits for fiscal years 1992 to 1995 
have described IRS’ difficulties in, one, properly accounting for its 
tax revenues, in total and by reported type of tax; two, reliably de- 
termining the amount of accounts receivable owed for unpaid taxes; 
three, regularly reconciling its fund balance with Treasury ac- 
counts; and, four, either routinely providing support for the receipt 
of goods and services it purchases, or, where supported, accurately 
recording the purchased item in the proper period. 

IRS has made progress in addressing problems in these areas 
and has developed an action plan, with specific timetables and 
deliverables, to address the issues our financial statement audits 
have identified. 
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IRS has been working to position itself to have more reliable fi- 
nancial statements for fiscal year 1997 and thereafter. To accom- 
plish this, especially in accounting for revenue and related accounts 
receivable, IRS will need to institute long-term solutions involving 
reprogramming software for its antiquated systems and developing 
new systems as required. 

Follow-through is essential to complete corrective measures if 
IRS is to solve its financial management problems. IRS’ ability to 
effectively address its accounts receivable problems is seriously 
hampered by its outdated equipment and processes, incomplete in- 
formation needed to better target collection efforts, and the absence 
of a comprehensive strategy and detailed plan to address the sys- 
temic nature of the underlying problems. 

IRS’ collection efforts have also been hampered by the age of the 
delinquent tax accounts. In the past 2 years, IRS has undertaken 
several initiatives to overcome its deficiencies. Specifically, it has 
efforts under way to correct errors in its master file records of tax 
receivables, develop profiles of delinquent taxpayers, and study the 
effectiveness of various collection techniques. It has also stream- 
lined its collection process, placed additional emphasis on con- 
tacting repeat delinquents, made its collection notices more read- 
able, and targeted compliance-generated delinquencies for earlier 
intervention. 

In part due to these efforts, IRS reported collecting more in de- 
linquent taxes in fiscal year 1996 than it ever has, almost $30 bil- 
lion. Despite these positive results, IRS needs to continue the de- 
velopment of information data bases and performance measures to 
afford its managers the data needed to determine which action or 
improvements generate the desired changes in IRS’ programs and 
operations. 

Mr. Chairman, this is not a short-term commitment. It will take 
some time before the full results of the new initiatives are realized. 
IRS must take deliberate action to ensure that its problem-solving 
efforts are on the right track. It needs to implement a comprehen- 
sive strategy that involves all aspects of IRS’ operations and that 
sets priorities, accelerates the modernization of outdated equip- 
ment and processes, and establishes realistic goals, specific time- 
tables, and a system to measure progress. 

Turning to filing fraud, when we first identified filing fraud as 
a high-risk area in 1995, the amount of filing fraud being detected 
by IRS was on an upward spiral. Since then, IRS has introduced 
new controls and expanded existing controls in an attempt to re- 
duce its exposure. These controls are directed toward either pre- 
venting the filing of fraudulent returns or identifying questionable 
returns after they have been filed. 

IRS’ efforts have produced some positive results. For example, 
IRS’ efforts to validate Social Security numbers on paper returns 
produced over $800 million in reduced refunds or additional taxes. 

IRS was less successful in identifying fraudulent returns, identi- 
fying over 65 percent fewer fraudulent returns in 1996 than during 
a comparable period in 1995. IRS believes this decrease is attrib- 
utable to a 31 percent reduction in its fraud detection staff and the 
resulting underutilization of its electronic fraud detection system, 
which enhances the identification of fraudulent returns. However, 
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IRS does not have the information it needs to verify that the de- 
cline was the result of staff reductions or by a general decline in 
the incidence of fraud. Given the decrease in the fraud detection 
staff, it is critically important for the IRS to optimize the electronic 
controls that are intended to prevent the filing of fraudulent re- 
turns and maximize the effectiveness of available staff. Moderniza- 
tion is key to achieving both of these objectives. 

Turning now to the two new governmentwide, high-risk areas, 
IRS is vulnerable to problems in both. Related to information secu- 
rity, as the result of our work at IRS, we believe that the 
vulnerabilities of IRS’ computer systems may affect the confiden- 
tiality and accuracy of taxpayer data and may allow unauthorized 
access, modification, or destruction of taxpayer information. 

IRS does not have a pro-active, independent information security 
group, that systematically reviews the adequacy and consistency of 
security over IRS’ computer operations. In addition, computer secu- 
rity management has not completed a formal risk assessment of its 
systems to determine system sensitivity and vulnerability. As a re- 
sult, IRS cannot effectively prevent or detect unauthorized brows- 
ing of taxpayer information by its employees and cannot ensure 
that taxpayer data is not being improperly manipulated for per- 
sonal gain. IRS needs to address its information security weak- 
nesses on a continuing basis, impressing upon its senior managers 
the need to conduct regular, systematic security reviews. 

The year 2000 problem at IRS is such that it could create a dis- 
ruption of functions and services that could jeopardize all of IRS’ 
tax processing systems. It could effectively halt the processing of 
tax returns and return-related information, the maintenance of 
taxpayer accounts, the assessment and collection of taxes, the re- 
cording of obligations and expenditures, and the disbursement of 
funds. 

To avoid the crippling effects of a multitude of computer systems 
simultaneously producing inaccurate and unreliable information, 
IRS must assign management and oversight responsibility within 
its senior executive corps to define the potential impact of such sys- 
tems failure and develop appropriate renovation strategies and con- 
tingency plans for its critical systems. 

Mr. Chairman, IRS and Congress face many challenges in mov- 
ing the Nation’s tax system into the next millennium. The funding 
limits and program tradeoffs faced by IRS in fiscal year 1997, and 
anticipated for fiscal year 1998, are likely to continue for the fore- 
seeable future. The administration’s out year projections actually 
reflect a decline in IRS funding when inflation is considered. At the 
same time, IRS is faced with competing demands and pressures 
from external stakeholders, including Congress, to improve its op- 
erations and resolve long-standing concerns. 

In recent years. Congress, including a big role played by this 
committee, has put in place a statutory framework for helping Con- 
gress and the executive branch make the difficult tradeoffs that the 
current budget environment demands. This framework includes the 
Chief Financial Officers Act, the Clinger-Cohen Act, and GPRA. 

GPRA requires each agency to develop a strategic plan that lays 
out its mission, long-term goals and strategies for achieving those 
goals. GPRA requires agencies to consult with Congress, as you 
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noted, as they develop their strategic plans. For IRS, these con- 
sultations provide an important opportunity for Congress, IRS and 
the Treasury to work together to ensure that IRS’ mission is fo- 
cused, goals are specific and results oriented, and its strategies and 
funding expectations are appropriate and reasonable. 

The consultations may prove difficult as they are likely to under- 
score the competing and conflicting goals of IRS programs, as well 
as the sometimes different expectations of the numerous parties in- 
volved. 

In summary, Mr. Chairman, for years IRS has struggled to col- 
lect the Nation’s tax revenues, using outdated processes and tech- 
nology. To address these high-risk problem areas, IRS needs an im- 
plementation strategy for modernizing its systems that includes de- 
veloping cost-benefit analyses and reasonable estimates of the 
timeframes and resources required. Above all, IRS management 
needs to sustain an agency-wide commitment to solving the agen- 
cy’s high-risk problems. 

That concludes my statement. We would be happy to answer any 
questions you may have. 

Mr. Horn. Well, I thank you for that excellent statement and the 
really fine work that your staff has done over the years. It certainly 
is reflected in your statement, which is put in the record the 
minute we introduce you. 

[The prepared statement of Ms. Willis follows:] 
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Statement of Lynda D. Willis, Director, Tax Policy and 
Administration Issues, General Government Division 

Mr. Chairman and Members of the Subcommittee: 

We are pleased to be here today to assist the Subcommittee in its 
review of the Internal Revenue Service's (IRS) efforts to improve 
the management and operation of its high-risk areas . A key factor 
in understanding IRS' ongoing difficulties in the high-risk areas 
is the realization that its major processes and systems were 
developed and implemented decades ago and were not designed to 
address the critical needs and vulnerabilities that confront IRS in 
the 1990s. In addition, the problems IRS faces in attempting to 
eliminate its high-risk vulnerabilities are compounded by the 
interdependency of the high-risk areas. For example, IRS' success 
in addressing the weaknesses in its program areas is clearly linked 
to its success in modernizing its business processes and 
information systems. However, without a comprehensive strategy or 
detailed business plan to guide its modernization efforts, IRS 
cannot hope to successfully modernize its outdated processes and 
systems or to, ultimately, resolve the problems in its high-risk 
areas . 


In February 1997, we issued our third series of reports on the 
status of high-risk areas across the government.* One report in 
the series discussed the four long-standing high-risk areas at IRS; 
tax systems modernization, financial management, accounts 


‘GAO/HR-97-20SET. 
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receivable, and filing fraud. ^ Another report in the series 
designated five new high-risk areas, two of which have 
governmentwide implications and directly affect IRS' operations: 
information security and the conputer- related year 2000 problem.’ 

Today, we will briefly discuss the problems IRS faces in these six 
high-risk areas, the progress IRS has made recently in addressing 
these problems, and the measures IRS must take to resolve the 
problems in its high-risk areas. This testimony is based on our 
prior reports, which are listed in Appendix I, and recent 
information obtained from IRS. 

IRS' HIGH-RISK ABPA.q 

For years we have chronicled IRS' struggle to modernize and manage 
its operations, especially in the high-risk areas, and have made 
scores of recommendations to improve IRS' systems, processes, and 
procedures. It is clear that in order to achieve its business 
vision of reducing the volume of paper tax returns, providing 
better customer service, and improving compliance with the nation's 
tax laws, IRS must successfully modernize its systems and 
operations. To accomplish this modernization, however, IRS needs 
to develop comprehensive business strategies to ensure that its new 
and revised processes' drive systems development and acquisition. 

’ IRS Management (GAOyHR-97-8, Feb. 1997) . 


’ Information Management and Technology <GA0/HR-97-9, Feb. 1997) . 
2 
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Solving the problems in the high-risk areas is not an 
insurmountable task, but it requires sustained management 
commitment, accurate information systems, and reliable performance 
measures to track IRS ' progress and provide the data necessary to 
make informed management decisions. 

Tax Systems Modernization 

Over the last decade, IRS has been attempting to overhaul its 
timeworn, paper-intensive approach to tax return processing. At 
stake is the over $3 billion that IRS has spent or obligated on 
this modernization since 1986, as well as any additional funds that 
IRS plans to spend on the modernization. 

In July 1995, we reported that IRS (1) did not have a comprehensive 
business strategy to cost effectively reduce paper tax return 
filings; (2) had not yet fully developed and put in place the 
requisite management, software development, and technical 
infrastructure necessary to successfully implement its ambitious, 
world-class modernization; and (3) lacked an overall systems 
architecture, or blueprint, to guide the modernization's 
development and evolution.* At that time, we made over a dozen 
recommendations to the IRS Commissioner to address these 
weaknesses . 

*Tax Systems Mod ernization: Management and Technical Weaknesses 
Must Be Corrected If Modernization Is to Succeed (GAO/AIMD-95-156 , 
July 26, 1995) . 
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Pursuant to subsequent congressional direction, we assessed IRS' 
actions to correct its management and technical weaknesses. We 
reported in June and September 1996 that IRS had initiated many 
activities to improve its modernization efforts but had not yet 
fully implemented any of our recommendations.* We also suggested 
to Congress that it consider limiting modernization funding 
exclusively to cost-effective efforts that (1) support ongoing 
operations and maintenance; (2j correct IRS’ pervasive management 
and technical weaknesses; (3) are small, represent low technical 
risk, and can be delivered quickly; and (4) involve deploying 
already developed and fully tested systems that have proven 
business value and are not premature given the lack of a completed 
systems architecture. 

IRS has taken steps to address our recommendations and respond to 
congressional direction. For example, IRS hired a new Chief 
Information Officer. It also created an investment review board to 
select, control, and evaluate its information technology 
investments. Thus far, the board has reevaluated and terminated 
several major modernization development projects that were not 
found to be cost-effective. In addition, IRS has developed a plan 
for shifting modernization development and deployment to outside 
contractors. IRS reports that the percentage of contractor 

* Tax Systems Modernization: Actions Underway But IRS Ha.s Not Yet 
Corrected Management and Technical Weaknesses (GAO/AIMD-96-106 , 

June 7, 1996); and Tax Systems Modernization: Actions Underway But 
Management and Technical Weaknesses Mot Yet Corrected {GAO/T-AIMD- 
95-165, Sept. 10, 1996). 
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employees, as opposed to IRS employees, working on tax systems 
modernization has increased from 40 to 64 percent over the last 2 
years . 

IRS is also finalizing a comprehensive strategy to maximize 
electronic. It is also updating its system development life-cycle 
methodology and is working across various IRS organizations to 
define disciplined processes for software requirements management, 
quality assurance, configuration management, and project planning 
and tracking. Additionally, IRS is developing a systems 
architecture and project sequencing plan for the modernization and 
intends to provide this to Congress by May 15, 1997. 

Although we recognize IRS' actions, we remain concerned because 
much remains to be done to fully implement essential improvements. 
Increasing the use of contractors, for example, will not 
automatically increase the likelihood of successful modernization 
because IRS does not have the technical capability needed to manage 
all of its current contractors. To successfully implement the 
essential improvements, IRS must also continue to make a concerted, 
sustained effort to fully implement our recommendations and respond 
effectively to the requirements outlined by Congress. It will take 
both management commitment and technical discipline for IRS to 
accomplish these tasks. 
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Furthemore, despite persisting weaknesses in both software 
development and acquisition capabilities, IRS , continues to request 
hundreds of millions of dollars for systems modernization efforts. 
Specifically, in its fiscal year 1998 budget request, IRS is 
seeking $131 million for system development initiatives. However, 
the request does not include a credible, verifiable justification 
and states that IRS does not know how it plans to spend these funds 
because its modernization architecture and deployment plan have not 
yet been completed. In addition, the Administration is proposing 
to establish an Information Technology Investments Account to fund 
future modernization investments at IR3. It is seeking $500 
million in each of the next two fiscal years ($1 billion in total) 
for "yet-to-be-specified" modernization efforts. This request is 
also not based on analytical data or derived using formal cost 
estimating techniques. Accordingly, Congress should consider not 
funding either the $131 million request for system development or 
the $1 billion capital account until the management and technical 
weaknesses in IRS ' modernization program are resolved and 
justifications completed. 

Financial Management 

Our audits of IRS' financial statements have outlined the 
substantial improvements needed in IRS' accounting and reporting in 
order for IRS to comply fully with the requirements of the Chief 
Financial Officers Act of 1990 (CFO Act) . The audits for fiscal 
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years 1992 through 1995 have described IRS' difficulties in (1) 
properly accounting for its tax revenues, in total and by reported 
type of tax; (2) reliably determining the amount of accounts 
receivable owed for unpaid taxes; (3) regularly reconciling its 
Fund Balance With Treasury accounts; and (4) either routinely 
providing support for receipt of the goods and services it 
purchases or, where supported, accurately recording the purchased 
item in the proper period. 

IRS has made progress in addressing problems in these areas and has 
developed an action plan, with specific timetables and 
deliverables, to address the issues our financial statement audits 
have identified. In the administrative accounting area, for 
example, IRS reported that it has identified substantially all of 
the reconciling items for its Fund Balance With Treasury accounts, 
except for certain amounts IRS has deemed not to be cost-beneficial 
to research further. It also has successfully transferred its 
payroll processing to the Department of Agriculture's National 
Finance Center and has begun designing both a short-term and a 
long-term strategy to fix the problems that contribute to its 
nonpayroll expenses being unsupported or reported in the wrong 
period. 

In the revenue accounting area, IRS' problems are especially 
affected and complicated by automated data processing systems that 
were implemented many years ago and thus not designed to support 
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the new financial reporting requirements imposed by the CFO Act. 
Therefore, IRS has designed an interim solution to capture the 
detailed support for revenue and accounts receivable until longer 
term solutions can be identified and implemented. Some of the 
longer term actions include flj implementing software, hardware, 
and procedural changes needed to create reliable subsidiary 
accounts receivable and revenue records that are fully integrated 
with the general ledger; and (2) implementing software changes that 
allow the detailed taxes reported to be maintained separately from 
the results of compliance efforts that would not be valid financial 
reporting transactions in the masterfile, other related revenue 
accounting feeder systems, and the general ledger. 

Over the past 4 years, we have made numerous recommendations to 
improve IRS' financial management systems and reporting, and IRS 
has been working to position itself to have more reliable financial 
statements for fiscal year 1997 and thereafter. To accomplish 
this, especially in accounting for revenue and the related accounts 
receivables, IRS will need to institute long-term solutions 
involving reprogramming software for IRS' antiquated systems and 
developing new systems as required. 

Follow-through to complete necessary corrective measures is 
essential if IRS is to ensure that its corrective actions are 
carried out and effectively solve its financial management 
problems. Solving these problems is fundamental to providing 
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reliable financial information and ensuring taxpayers that the 
government can properly account for their federal tax dollars. The 
accuracy of IRS' financial statements is vital to both IRS and 
Congress for (1) ensuring adequate accountability for IRS programs; 
(2) assessing the impact of tax policies; and (3) measuring IRS* 
performance and cost effectiveness in carrying out its numerous tax 
enforcement, customer service, and collection activities. 

Accounts Receivable 


IRS routinely collects over a trillion dollars annually in taxes, 
but many taxpayers are unable or unwilling to pay their taxes when 
due. As a result, IRS estimates that its accounts receivable 
amounts to tens of billions of dollars. Unfortunately, IRS' 
ability to effectively address its accounts receivable problems is 
seriously 'hampered by its outdated equipment and processes, a lack 
of the complete information needed to better target collection 
efforts, and the absence of a cort^rehensive strategy and detailed 
plan to address the systemic nature of the underlying problems. 

IRS^^ollection efforts have also been hampered by the age of the 
delinquent tax accounts . Because of the outdated equipment and 
processes used to match tax returns and related information 
documents, it can take IRS several years to identify potential 
delinquencies and then initiate collection actions. In addition, 
according to IRS, the 10 year statutory collection period generally 
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precludes it from writing off uncollectible receivables until that 
period has expired. As a result, the receivables inventory 
includes many relatively old accounts Chat will never be collected 
because the taxpayers are deceased or the companies defunct. 

This is not to say, however, that IRS has not been trying to 
overcome its deficiencies. In the last 2 years, IRS has undertaker 
initiatives to correct errors in its masterfile records of tax 
receivables, develop profiles of delinquent taxpayers, and study 
the effectiveness of various collection techniques. It has also 
streamlined its collection process, placed additional emphasis on 
contacting repeat delinquents, made its collection notices more 
readable, and targeted complisince-generated delinquencies for 
earlier intervention. 

IRS reported that as a result of taking these actions, its 
collection employees took in more money in 1996 than they 
classified as "currently not collectible" and that the amount of 
money collected inanediately following the revision of its 
collection notices increased by almost 25 percent over a coraparabl 
period in 1995. In addition, IRS reported collecting more in 
delinquent taxes in fiscal year 1996 than it ever has, almost $30 
billion. 

Despite these positive results, IRS needs to continue the 
development of information databases and performance measures to 
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afford its managers the data needed to determine which actions or 
improvements generate the desired changes in IRS' programs and 
operations. And, this should not be looked upon as a short-term 
commitment. It will still take IRS a nimiber of years to identify 
the root causes of delinquencies and to develop, test, and 
implement courses of action to deal with the causes. Furthermore, 
once the analyses and planning are completed, it will still be some 
time before full results of the new initiatives are realized. 

Therefore, IRS must take deliberate action to ensure that its 
problem-solving efforts are on the right track. Specifically, it 
needs to implement a comprehensive strategy that involves all 
aspects of IRS' operations and that sets priorities; accelerates 
the modernization of outdated equipment and processes; and 
establishes realistic goals, specific timetables, and a system to 
measure progress. 

Filina Fraud 

When we first identified filing fraud as a high-risk area in 
February 1995, the amount of filing fraud being detected by IRS was 
on an upward spiral. Since then, IRS has introduced new controls 
and expanded existing controls in an attenpt to reduce its exposure 
to filing fraud. Those controls are directed toward either (1) 
preventing the filing of fraudulent returns or (2) identifying 
questionable returns after they have been filed. 
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To deter the filing of fraudulent returns, IRS (1) expanded the 
number of up-front filters in the electronic filing system designed 
to screen electronic submissions for selected problems in order to 
prevent returns with those problems from being filed electronically 
and (2) strengthened the process for checking the suitability of 
persons applying to participate in the electronic filing program as 
return preparers or transmitters by requiring fingerprint and 
credit checks. 

To better identify fraudulent returns once they have been filed, 

IRS placed an increased emphasis in 1995 on validating Social 
Security Niuobers (SSN) on filed paper returns and delayed any 
related refunds to allow staff time to do those validations and to 
check for possible fraud. IRS also revised the computerized 
formulas it used to score all tax returns on their fraud potential 
and upgraded the research capabilities of its fraud detection 
staff . 

IRS' efforts produced some positive results. For example, the 
number of SSN problems identified by the electronic filing filters 
quadrupled between 1994 and 1995, and about 350 persons who applied 
to participate in the electronic filing program for 1995 were 
rejected because they failed the new fingerprint and credit checks. 
IRS' efforts to validate SSNs on paper returns produced over $800 
million in reduced refunds or additional taxes. Unfortunately, IRS 
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identified many more SSN problems than it was able to deal with and 
released about 2 million refunds without resolving the problems. 

IRS identified over 65 percent fewer fraudulent returns in 1996 
than during a comparable period in 1995. IRS believes this 
decrease is attributable to a 31-percent reduction in its fraud 
detection staff and the resulting underutilization of its 
Electronic Fraud Detection System, which enhances the 
identification of fraudulent returns and lessens the probability of 
improperly deleting accurate refunds. However, IRS does not have 
the information it needs to (1) verify that the decline was the 
result of staff reductions or (2) determine the extent to which the 
downward trend may have been affected by changes in the program's 
operating and reporting procedures or by a general decline in the 
incidence of fraud. 

Given the decrease in fraud detection staff, it is critically 
important for IRS to (1) optimize the electronic controls that are 
intended to prevent the filing of fraudulent returns and (2) 
maximize the effectiveness of available staff. Modernization is 
the key to achieving these objectives, and electronic filing is the 
cornerstone of that modernization. Officials at the Department of 
the Treasury estimate that 19.2 million Americans will file their 
returns electronically in 1997, a 63-percent increase over the 
number who filed electronically in 1995 . But even at this rate of 
increase, IRS will fall far short of its goal to have 80 million 
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electronically filed returns in 2001. To achieve its goal, IRS 
must first identify those groups of taxpayers who offer the 
greatest opportunity to reduce IRS' paper-processing workload and 
operating costs if they were to file electronically. IRS must then 
develop strategies that focus its resources on eliminating or 
lessening iitpediments that inhibit those groups from participating 
in the program. 

Information .Security 

Malicious attacks on computer systems are an increasing threat to 
our national welfare. The federal government now relies heavily on 
interconnected systems to control critical functions that, if 
compromised, place billions of dollars worth of assets at risk of 
loss and vast amounts of sensitive data at risk of unauthorized 
disclosure. Increasing reliance on networked systems and 
electronic records has elevated our concerns about the possibility 
of serious disruption to critical federal operations. 

As a result of our recent work at IRS, we believe that the 
vulnerabilities of IRS' computer systems may affect the 
confidentiality and accuracy of taxpayer data and may allow 
unauthorized access, modification, or destruction of taxpayer 
information by IRS employees. ‘ The overriding problem at IRS is 

‘ TRS .Systems Security: Tax Processing Operations and Data Still at 
Risk Due to Serious Weaknesses . (GAO/T-AIMD-97-76, Apr. 10, 1997); 
and IRS Systems Security: Tax Rrocessina Operations and Data Still 
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that information security issues are addressed on a reactive basis. 
IRS does not have a proactive, independent information security 
group that systematically reviews the adequacy and consistency of 
security over IRS' computer operations. In addition, computer 
security management has not completed a formal risk assessment of 
its systems to determine system sensitivity and vulnerability. As 
a result, IRS cannot effectively prevent or detect unauthorized 
browsing of taxpayer information by its employees and cannot ensure 
that taxpayer data is not being improperly manipulated for personal 
gain. ' 

IRS needs to address its information security weaknesses on a 
continuing basis. More specifically, IRS needs to impress upon its 
senior managers the need to conduct regular systematic security 
reviews and risk assessments of IRS' computer systems and 
operations. The weaknesses identified by these reviews and 
assessments then need to be corrected expeditiously by personnel 
who have the technical expertise to effectively implement, manage, 
and monitor the necessary security controls and measures. 

The Year ?.00Q Problem 

For the past several decades, computer systems have used two digits 
to represent the year, such as "97" for 1997, in order to conserve 
electronic data storage and reduce operating costs. In this 

at Risk Hue to Serious Weaknesses , {GAO/AIMD-97-49 , Apr. 8, 1997) . 
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format, however, the year 2000 is indistinguishable from the year 
1900 because both are represented as "00.” As a result, if not 
modified, computer systems and applications that use dates or 
perform date- or time-sensitive calculations may generate incorrect 
results beyond 1999 . 

For IRS, such a disruption of functions and seirvices could 
jeopardize all of its tax processing systems and administration and 
could result in millions of erroneous tax notices, refunds, and 
bills. It could effectively halt the processing of tax return and 
return-related information, the maintenance of taxpayer account 
information, the assessment and collection of taxes, the recording 
of obligations and expenditures, and the disbursement of refunds. 

At the very least, IRS' core business functions and mission- 
critical processes are at risk of failure, as are numerous other 
administrative and management processes. 

To avoid the crippling effects of a multitude of computer systems 
simultaneously producing inaccurate and unreliable information, 

IRS' Chief Information Officer has established a year 2000 project 
office with responsibility for assessing, converting, and testing 
IRS' computer systems. The project office is analyzing the 
potential impact of such a systems failure and is developing 
appropriate renovation strategies and contingency plans for its 
critical systems. However, at this point most of the project 
office's efforts are being directed at IRS' large, mainframe 
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computer systems while greater numbers of personal and portable 
computers are being largely ignored. Modifying IRS' critical 
computer systems, converting and testing software applications, and 
acquiring additional hardware for expected capacity increases are 
massive undertakings whose success or failure will, in large part, 
be determined by the quality of IRS' executive leadership and 
program management . 

A COMPREHENSIVE IMPLEMENTATTOM STRATEGY 


IRS cannot hope to resolve the problems in its high-risk areas 
without a detailed business plan and a comprehensive implementation 
strategy. For example, a principal goal of IRS' business vision is 
to reduce the number of paper tax returns it must process by 
significantly increasing, by 2001, the number of electronically 
filed tax returns. Our analysis of recent filing trends indicates 
that IRS will fall far short of its goal because its electronic 
filing strategy has targeted a limited portion of the taxpaying 
population — those who use a third party to prepare and/or transmit 
simple returns, are willing to pay a fee to file their returns 
electronically, and are expecting refunds. Taxpayers who prepare 
their own tax returns using personal computers, have more 
complicated returns, and/or owe tax balances have been largely 
overlooked. IRS needs to better target its efforts on reducing the 
cost to taxpayers of filing electronically and on eliminating the 
impediments that discourage electronic filing by those taxpayers 
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who offer the greatest opportunity to reduce IRS' paper processing 
workload and processing costs. 

In addition, IRS' efforts to improve customer service and increase 
taxpayer compliance depend in large measure on increasing the use 
of its information systems. Not only do customer representatives 
need easy access to the information necessary to answer taxpayers ' 
questions, but enforcement staff also need timely access to 
reliable information to do their jobs. However, IRS has not 
identified all the data elements that customer service and 
enforcement staff need, nor has it fully defined the business 
requirements for the systems that will provide this timely access 
to greater amounts of on-line taxpayer data. It also does not have 
a cost-effective strategy for accessing the needed data. 

SUMMARY OUTLOOK 

For years, IRS has struggled to collect the nation's tax revenue 
using outdated processes and technology. The result has often been 
inefficient and ineffective programs and operations that are 
vulnerable to waste, fraud, abuse, and mismanagement. Of 
particular concern to us have been IRS' efforts to modernize its 
tax systems, manage its administrative and revenue accounting 
systems, identify and collect taxes owed the government, detect and 
prevent the filing of fraudulent tax returns, protect the 
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confidentiality of taxpayer information, and prevent the future 
disruption of tax services due to the year 2000 computer problem. 

In recent years, Congress has put into place a statutory framework 
that can assist IRS in resolving the operational and technological 
problems it faces. This framework includes the Chief Financial 
Officers Act of 1990, the Government Performance and Results Act of 
1993 (GPRA) , and the Clinger-Cohen Act of 1996. These acts require 
congressional and executive branch decisionmakers to {1) clearly 
articulate their agencies ' missions and the results-oriented 
performance goals that measure their success in carrying their 
missions; 52 ) establish a detailed business plan or comprehensive 
implementation strategy to meet their performance goals; and (3) 
develop and use accurate, reliable, and timely program performance 
and cost data to evaluate their progress in achieving their 
performance goals . 

In addition, GPRA requires each agency to consult with Congress, and 
to consider Congress' views and the views of other stakeholders 
when developing its strategic plan. For IRS, these consultations 
provide an important opportunity for Congress, IRS, and the 
Department of the Treasury to work together to ensure that IRS ' 
mission is focused, its goals are specific and results oriented, 
and its implementation strategies and funding expectations are 
appropriate and reasonable. 
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In order to resolve the problems in its high-risk areas, IRS needs, 
at a minimum, an implementation strategy that includes both 
performing cost-benefit analyses and developing reasonable 
estimates of the extent, time frames, and resources required to 
correct its high-risk vulnerabilities. IRS also needs to develop 
performance measures that will allow its managers. Congress, and us 
to track its progress. And, above all, IRS management needs to 
sustain an agencywide commitment to solving the agency's high-risk 
problems . 


Mr. Chairman, this concludes my prepared statement. We will be 
glad to answer any questions that you or the Members of the 
Subcommittee may have. 
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Mr. Horn. Dr. Stillman, any comment you want to make? 

Ms. Stillman. No separate comments, sir. 

Mr. Horn. We thank you. 

I am now going to yield 10 minutes to the gentleman from New 
Hampshire, Mr. Sununu, to question the witnesses. 

Mr. Sununu. Thank you, Mr. Chairman. 

I thank you very much for your testimony. I don’t know quite 
where to begin, given the litany or the length of the issues that you 
have raised and that were originally raised with the high-risk se- 
ries in which you have done such a fine job of following the imple- 
mentation of some of the original recommendations and some of the 
newer recommendations as well. 

It is a source of frustration to me that a number of the problems 
that you cite, particularly those in important areas of fraud detec- 
tion and recovering collectibles, are areas where given the reputa- 
tion and, in fact, the implementation of what many feel are intru- 
sive and aggressive attitudes on the part of people at the IRS. De- 
spite that intrusiveness, it seems that the area of collections and 
of fraud detection and of ensuring high rates of compliance have 
not been very successful. 

You raised a number of obviously very important and critical 
areas. What I would like to do is t^ and focus on just a couple of 
those areas, specifically the collections and the fraud detection. I 
apologize for any repetition that might occur here, but I think 
there are certain areas that are worth emphasizing and that I 
would like you to go into a little bit more detail, if at all possible. 

Speaking about the receivables backlog and the collection of over- 
due receivables, could you talk a little Mt more about the scope of 
the backlog and what its age characteristics are? Specifically, 
would you speak about the collections of delinquent receivables? 

Your report shows that delinquent collections have increased 
somewhat from 1995 to 1996 by 15 or 20 percent. I would like to 
know why, if there is any reason for optimism for the increase in 
collection of overdue receivables, and how the collection rate com- 
pares to what historic success rates have been? 

Ms. Willis. Congressman Sununu, the accounts receivable prob- 
lem at IRS is one we have been concerned about since we initially 
issued the high-risk series early in the 1990’s. There are a mul- 
titude of things that contribute to the problem. Right now IRS is 
sitting with just over $200 billion in gross accounts receivable. But 
that number reflects not only the amount that are what we call fi- 
nancial receivables or receivables that we acknowledge are due the 
Government, but also compliance receivables which are in our no- 
menclature, placemakers for actions IRS has taken regarding mon- 
eys that may or may not be owed the Government. When you get 
down to the amount of money that IRS believes or estimates is ac- 
tually collectible out of that, we are talking under $50 billion. It 
is still a substantial amount of funds. 

Problems that IRS has faced in addressing the receivables prob- 
lems run across the full gambit of its operations, from inaccurate 
data that is entered when a return is processed, which then turns 
into a receivable that is inaccurate on the record, to having prob- 
lems with the age of the receivables, which is a big issue in terms 
of their collectibility. 



54 


Right now it can take IRS 2 to 5 years after the filing date of 
a return before an additional assessment because of its enforce- 
ment programs is actually posted to its books. In our society, as 
mobile as it is today, 2 to 5 years is a very long time in terms of 
finding the taxpayer, having a corporation that may now be 
defunct, and being able to actually collect that money. That is one 
of the reasons why we believe very firmly that IRS needs to mod- 
ernize the systems that support the collection of its receivables, 
one, so that we know more about how effective specific programs 
are. 

We don’t collect very good data right now on what works in par- 
ticular cases, and we also need to understand more about how we 
can get these receivables on the books earlier when the accounts 
are newer, when the private debt collectors tell us the success rate 
for actually getting the money in the bank is much higher. 

But all of that takes a comprehensive look at the causes and the 
underlying problems behind the receivables and the development of 
a strategy to both modernize the systems and the processes that 
support receivables, and bring in new ways of doing business to col- 
lect the money that is truly due the Government. 

Mr. SUNUNU. Do you mean to suggest that the IRS doesn’t actu- 
ally know why the collection of delinquent receivables increased 
from 1995 to 1996? 

Ms. Willis. We have some general ideas, the IRS has some gen- 
eral ideas in terms of specific programs that took place. But they 
are more estimates than numbers that can be readily validated. So 
while we have a sense of what is bringing money in, for example, 
sending notices out earlier and being able to contact the taxpayer 
more quickly, it is hard to be precise about how effective that par- 
ticular effort is and how that effort would compare to other alter- 
natives in terms of picking the most efficient way to increase collec- 
tions. 

Mr. SuNUNU. Explain for me what the difference is between the 
$50 billion that you earmarked as collectible receivables and the 
$200 billion figure that the IRS currently has logged in as accounts 
receivable? 

Ms. Willis. The number is actually under $50 billion. I can’t re- 
call right off the top of my head what this year’s number is, but 
the difference between the two numbers is — the $200 billion is the 
gross receivables, and that includes everything that is in there that 
may be a compliance assessment, like I said, as well as a financial 
assessment. 

Mr. SuNUNU. Is that a euphemism for a fine? 

Ms. Willis. No. Compliance assessment, for example, is if you 
did not file a tax return and I did a substitute for a return and I 
determined based on information that was available that you owed 
a certain amount of money and I could not contact you or you did 
not respond, IRS has the ability to go ahead and seize that money 
while pursuing the taxpayer to determine how much is actually 
due. 

When the return is actually filed, that number may be reduced 
to zero or the taxpayer may even need a refund. But based on the 
information IRS has available to it at the time, it appears to be a 
receivable. Once you take the compliance receivables out of there, 
then you get down to the financial receivables, only a portion of 
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which are actually perceived to be collectible, and noncollectible re- 
ceivables could be from defunct corporations, deceased taxpayers, 
hardship cases, but money that right now we don’t believe is within 
the purview of the collection efforts to actually go after. 

Mr. SUNUNU. On the issue of older receivables, to what extent is 
it realistic to keep the older receivables on the books, and in an- 
swering the same question, could you talk a little bit about the suc- 
cess or lack of success that the agency, the IRS, has received or 
seen in the use of subcontractors to handle some of the debt collec- 
tion? 

Ms. Willis. The question of how long we keep the receivables on 
the books is one that has been discussed extensively. Right now, 
IRS keeps the receivables on the books until the expiration of the 
10-year statute of limitations. 

I think it is less important whether they keep the number on the 
book. It is more important that we understand how much of the 
money is affected by the 10-year statute of limitations, how much 
of the money is actually collectible. That is why the financial ac- 
counting systems become so important, because those systems, 
properly done, would allow us to know how much of this money 
ages into different categories, so we would be able to determine in 
terms of reporting those numbers out to the Congress and the pub- 
lic, what boxes they fall into and which ones are reasonable to col- 
lect. 

Mr. SuNUNU. And how about the effectiveness of some of the trial 
programs, using subcontractors? What are the privacy issues there? 
How can we be sure to the extent the IRS relies on private debt 
collection organizations that the privacy of taxpayers is respected? 

Ms. Willis. IRS is moving now into the second phase of the pri- 
vate debt collection initiative, the first years. Basically, what we 
have discovered so far is not surprising, that private debt collectors 
are running into the same problems collecting IRS accounts, they 
are old, the people are difficult to find, that IRS employees are hav- 
ing. 

Improving the quality of the information in the accounts would 
not only enhance the ability of private collectors or subcontractors 
to collect the money, but would also help IRS employees be more 
productive. 

In terms of privacy, the same taxpayer privacy requirements are 
imposed upon private debt collectors as are imposed upon IRS em- 
ployees. The taxpayer data is treated with the same level of con- 
fidentiality. 

One of the things that IRS is tracking and is very interested in, 
as is the Congress, is whether there are any problems that evolve 
because of the use of subcontractors or private debt collectors in 
this experiment. I think that is a very critical policy issue that is 
before the Congress, is how far do we want to go in making tax- 
payer data available to individual contractors doing a variety of dif- 
ferent tasks. 

Mr. SUNUNU. Thank you very much. Thank you, Mr. Chairman. 

Mr. Horn. You are quite welcome. 

I now recognize the ranking Democrat on the committee, Mrs. 
Maloney of New York. I might add, the quorum was established be- 
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fore Mr. Sununu spoke. We are delighted to have the gentlewoman 
from New York. 

Mrs. Maloney. On my flight here from New York this morning, 
several constituents mentioned a program that was on television 
last night, I didn’t see it, that talked about United States taxpayers 
using tax havens as a means of hiding their income. Grand Cay- 
man accounts. It also noted that the IRS was cutting back its over- 
seas unit that tracks moneys that may be moving overseas that 
should be taxed in the United States. 

I would like your comments on that. The Grand Cayman ac- 
counts, what are you doing to track these accounts? Could you talk 
briefly about your overseas unit and operation in tracking moneys 
that should be coming to the U.S. Treasury? 

Ms. Willis. Congresswoman Maloney, Deputy Commissioner 
Dolan, who is going to be testifying shortly, would be in a better 
position to talk about any shifts that IRS is making in terms of the 
resources addressing issues associated with taxpayers moving 
money overseas. 

What I can say is that the movement of money out of this coun- 
try into tax havens in other parts of the world is not a new phe- 
nomenon, but it is one that we have increasing concern about be- 
cause of the use of the Internet and the difficulties that cyberspace 
present us in terms of audit trails and being able to track where 
the money was actually generated or the revenue was generated 
and where it should properly be taxed. 

I know IRS is aware of these issues, but I am not familiar right 
now with either the program that you spoke of or specifically what 
is happening with them in terms of the staffing of those operations. 

Mrs. Maloney. In terms of staffing, you have been cut, you testi- 
fied, 10,000 employees; is that correct? 

Ms. Willis. IRS has been cut about 10,000 employees over the 
past 2 years. 

Mrs. Maloney. What is that impact on your ability to collect de- 
linquent taxes and collect taxes owed the public, the Treasury of 
the United States? 

Ms. Willis. When we, GAO, have looked at the IRS budget cuts, 
one of the things that we have been very concerned about, as I al- 
luded to in my formal statement, is the cut in the resources that 
have gone to things such as the questionable refund program, the 
program that is designed to identify filing fraud. We believe, or IRS 
reports, that part of the reason that the number of fraudulent re- 
turns that have been identified is down is because of staffing cuts 
in that program. 

I think both of these areas, both the international issues, as well 
as the filing fraud issues and the staffing cuts that have taken 
place, identify some of the very marked challenges that IRS is 
going to be facing over the next years as we move beyond the year 
2000 in providing not only the compliance resources that are need- 
ed to effectively implement the programs but also to increase the 
quality of customer service that is provided to the taxpayer. 

Mrs. Maloney. There has been a considerable discussion about 
the appropriateness of the IRS using random audits to update its 
audit programs. What is GAO’s position on these audits? Will or 
have you looked at it? 
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Ms. Willis. We have looked at IRS random audits in terms of 
the research audits to identify taxpayer noncompliance, and we be- 
lieve that IRS needs a tool to identify noncompliance that may he 
occurring in places that we are not expecting it. We have not found 
a comprehensive replacement for the taxpayer compliance measure- 
ment program, which was supposed to take place in 1994, but 
which has been indefinitely delayed. 

One of the concerns that we have is, unless we come up with a 
new way of measuring compliance and measuring compliance in 
such a fashion that we can identify it in places where we are not 
expecting it, that we will undermine the total compliance of the tax 
system. I know that IRS is working on this and recently has ac- 
cepted a report from Price Waterhouse on the measuring of tax- 
payer compliance, and where random audits will fit into that entire 
program in the future, I am not sure. 

Mrs. Maloney. There have been a number of proposals on re- 
structuring the rules and the GAO in a series of your own audits 
have pointed out failures in management. Some people have ar- 
gued moving the IRS out of the Treasury, and some have argued 
that Treasury should have more of an oversight of the IRS. The 
IRS has always been sort of a completely independent unit, and 
when you talk to Treasury, they say they are totally separate. 

What is your feeling on the structure of the IRS? Should there 
be more of an oversight by Treasury? Should it be moved to some- 
place else? What are your feelings about correcting some of the 
faults actually that your agency, GAO, has pointed out in the fail- 
ure to meet management goals? 

Ms. Willis. Congresswoman Maloney, there are a variety of pub- 
lic policy issues that have to be addressed when we look at the 
structure of the IRS, and there is attention between the independ- 
ence that we want in this country for the Nation’s tax collector to 
have, to be free from political intrusion or political persuasion, and 
the need for proper agency management and oversight. 

We believe that Treasury’s new role or more enhanced role in 
terms of providing oversight of IRS is necessary right now in light 
of the management difficulties and the long-standing problems and 
their magnitude. However, providing proper management oversight 
while remaining outside and keeping the independence of the IRS 
is a critical dilemma that the Congress faces and would need to be 
considered regardless of what the structure is. But, regardless of 
what the structure is, key to making improvements at the IRS is 
using the tools that we have to hold IRS accountable for the mon- 
eys that it spends and the effectiveness of its programs. And we 
think that the three acts that Congress has passed over the past 
few years, Clinger-Cohen, GPRA, and the CFO Act 

Mr. Horn. I want to interrupt, some people don’t know what 
GPRA is. 

Ms. Willis. Government Performance and Results Act. 

Mr. Horn. Probably one of the most significant acts passed by 
Congress. 

Ms. Willis. Absolutely. Absolutely. An act which if properly im- 
plemented will give us the ability to track the effectiveness of var- 
ious programs within the IRS and in achieving efficient mission 
goals and determine which ones work the best. So I think all of 
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those things need to remain in place and be applicable to whatever 
structure is used to collect the Nation’s taxes. 

Mrs. Maloney. In your testimony you recommended that Con- 
gress should consider not funding either the $131 million for sys- 
tem development or the $1 billion capital account. At the same 
time, Mr. Tobias testified about an experiment in compliance fund- 
ing that returned considerably more than projected. 

Would you recommend that the system development and capital 
fund money be invested in compliance efforts? 

Ms. Willis. I think those are basically two different decisions. 
Our concerns with the system development request is that the 
money has not been properly justified, that the methodology used 
to develop the numbers is not adequate, and we have no guarantee 
that this money will be spent any better than the money that has 
been spent in the past in terms of systems development. That is 
basically why we recommended that Congress consider not funding 
that money. 

In terms of the compliance initiative money that was funded in 
1995, there are a couple of concerns that we would have about fu- 
ture appropriations. One is that the money be fenced. By that I 
mean that IRS be required to spend the money for the specific com- 
pliance initiative programs that the Congress charters. In the past, 
before 1995, when it was not fenced, we found that the money gen- 
erally was not spent on improving compliance. 

In 1995, that was not the case. We are currently looking at the 
numbers and the methodology used to derive those numbers in 
terms of the return on that investment. And it appears that IRS 
did bring in more money than they expected to in the first year of 
that compliance, or first and only year of that compliance program. 
We need assurances that the money, if properly spent, we will also 
be able to account, however, for the additional revenues that come 
in. That has been a problem from a data perspective historically. 

Mrs. Maloney. One of your earlier audits criticized the $3 billion 
spent by the IRS supposedly on modernizing its computers. Your 
report showed that they had virtually nothing to show for it. 

Do you have any other comments on their efforts to modernize 
and update their computer technology and the specific audit that 
I mentioned that came out, I believe, last year from GAO? 

Ms. Willis. Let me turn that question to Dr. Stillman, our Chief 
Scientist for Computers at GAO. 

Ms. Stillman. The basic problem with the $3 or $3V2 billion ex- 
pended on TSM is that IRS cannot demonstrate benefits or return 
on investment exceeding the $3.5 billion. We have reported that 
they cannot do that, and that in investments in the future, they 
should be much more careful to analyze their investments con- 
sistent with GPRA and Clinger-Cohen to avoid repetition of that 
kind of thing. 

Mrs. Maloney. In other words, you are saying they wasted the 
$3.5 billion? 

Ms. Stillman. Wasted in general is a poorly defined term. IRS 
has testified it feels what it would call waste is somewhere in the 
area of $400 to $500 million. The key question, I think, is can it 
demonstrate benefit in excess of the $3.5 billion expended, and in 
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fact it cannot come close to demonstrating benefit anywhere near 
$3.5 billion expended. 

Mrs. Maloney. So they cannot run their own computer system? 

Ms. Stillman. They have done a poor job developing new com- 
puter systems. 

Mrs. Maloney. What would you suggest we do? Do we have an- 
other agency come in and develop their computer system? What are 
your suggestions? 

Ms. Stillman. Actually, we have made well over a dozen specific 
recommendations detailing what IRS can do better in the future. 
Among the things they can do better in the future, first, they can 
formulate a comprehensive business strategy so that they know 
how they want to do business better in the future, relying more on 
electronic submissions of returns and less on paper. First, they 
have to know what they are doing. 

Second, they have to correct the underlying infrastructure weak- 
nesses. They do not now have disciplined processes in place for de- 
veloping software and systems or for acquiring software and sys- 
tems. Until they do, they should not be in the business of doing ei- 
ther to any major degree. 

They should also be careful to measure progress on an incre- 
mental basis so that we don’t have the big bang theory that Mike 
Dolan has testified in the past has not worked for him, and in all 
fairness has not worked for any agency and not worked in private 
industry. 

Mrs. Maloney. Well, that is a very heavy criticism of the IRS. 

One area where they appear to have made some progress is an 
area where the chairman and I have worked very hard in the last 
year, and that is in collecting delinquent taxes, that which is owed 
the American people, and apparently their collection is up 17 per- 
cent from last year. They had $30 billion delinquent; now they are 
$25 billion delinquent. 

Why do you think they have improved that collection? 

Ms. Willis. It is hard to say specifically what actions led to what 
level of improvement, but there are a number of things that IRS 
has done over the past year, including earlier intervention in the 
collection of accounts that appears to have enhanced the collec- 
tions, changes, making notices more readily so when people get 
them they understand better what the Government needs from 
them and expects from them, moving different people and people 
into different, more productive types of positions within IRS, so 
that the taxpayers can be contacted in the most efficient fashion. 
All of those things have provided incremental levels of improve- 
ment to the collection of tax debts. But they have not solved the 
underlying problems. 

Mrs. Maloney. Thank you. 

Mr. Horn. I thank the gentlewoman from New York. 

Let me just pursue a few closing questions here. 

One, I am curious, in the degree to which GAO is the Congress’ 
program and financial auditor, you have looked at the pilot pro- 
grams that were issued by IRS in terms of the collection of debt. 
The Debt Collection Act that I and Mrs. Maloney authored last ses- 
sion applies to everybody but IRS. We are awaiting the Ways and 
Means Committee action in this area. But it was IRS that got me 
into this when I saw they had written off, in quotes, over $100 bil- 
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lion beginning first under the Bush administration, accelerating 
greatly under the Clinton administration. Then they said, well, we 
have another $64 billion that we think we can collect. 

What I am curious about is, what is your assessment of the pilot 
projects, some of which I hear offered, 5-year-old debt to collect? 
Now, what that meant to me as I heard about that, if that is cor- 
rect, and I wonder if you could verify it, is that IRS doesn’t want 
the private debt collectors to succeed, because 5-year-old debt is al- 
most impossible for everybody in the world to collect. People are 
dead, they have forgotten there is a debt and so forth. So what is 
the reading of GAO in looking at those pilot programs? 

Ms. Willis. We are kind of in the middle of looking at the pilot 
programs. IRS did face some difficulty initially in getting the cases 
out to the debt collectors that were selected as the subcontractors 
for that program. When the cases were sent out, they were old. 
Some of them were 5 years old, there is no question about that. 

I would hesitate to say that was because IRS didn’t want the 
pilot to succeed, in part because those are the same cases being 
sent out to IRS collectors. The other thing with the pilot program 
is that it is limited to the private collectors contacting or attempt- 
ing to locate the taxpayer, attempting to explain their obligations 
to them, and asking them to contact IRS. So there are a variety 
of ongoing things. We expect to be finished early in the summer, 
in terms of what we are doing for Ways and Means, and to have 
a better sense of where we need to go on the second phase, the sec- 
ond $13 million part of the private debt collection program. 

Again, my understanding is that IRS is beginning to look at what 
sort of mid-course corrections need to be made to get a better sense 
from the program on whether private debt collectors can be effec- 
tively used and what we can learn from them. 

Mr. Horn. I gather from your testimony that they seem to have 
solved the problem of confidentiality when they put these pilots to- 
gether. Is that correct? 

Ms. Willis. I think that is an open issue. The same require- 
ments that face IRS employees are imposed upon the private collec- 
tors. There have been fire walls built around the information, et 
cetera. But one of the things that is being tracked is whether there 
are difficulties with maintaining the privacy. 

Mr. Horn. I would think — and I told this to the Commissioner 
when I listened to all the confidentiality nonsense, which I thought 
was just a red herring to avoid collecting debt — what seems to me 
is you give them the amount owed and the address and say, go to 
it. That is what I had not seen in the IRS’ own collection efforts. 
It seems to me if they want to collect in the IRS, they ought to be 
moving on these debts within 30 days of the delinquency, when it 
is discovered, because pretty soon people forget it is a debt. Stu- 
dents certainly do. They think the loan has become a grant, and 
it seems to me the sensitivity of this is simply to let them have the 
address, let them have the amount. If they have to quibble, let 
them quibble with IRS, not the debt collector. 

But the debt collector ought to work out a deal to get something 
they are not getting. When they let it run up to $100 billion, that 
is a national scandal, as far as I am concerned, and they are not 
organized. Do you detect any way now that these pilots will make 
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some sense in terms of getting them to organize, to collect debt, 
and work cooperatively with private debt collectors as the indica- 
tion may be? 

Ms. Willis. I think we, IRS, will learn a variety of things from 
the pilot in terms of how to use more modern processes and oper- 
ations in order to track down and find taxpayers who owe the Gov- 
ernment money. The pilot will not, however, address the under- 
lying problems that lead to it being 3 to 5 years after the date of 
the tax return being filed before the additional assessment is im- 
posed. So even if IRS were to move out within 30 days of the delin- 
quency being assessed, even at that point we are 3 to 5 years be- 
yond the time when the taxpayer incurred the liability. 

Mr. Horn. So it is 5 years at the start of all this. 

Ms. Willis. In some cases, yes. At that point we have also had 
interest building up on the amount owed, but the private debt col- 
lection pilot will not address those issues beyond, I suspect, con- 
firming our sense already that the older the debt, the more difficult 
it is to collect. 

Mr. Horn. Has the IRS got any way of tracking people that de- 
clare bankruptcy to avoid payment of taxes? Has GAO ever looked 
at that? 

Ms. Willis. It has been a number of years since we have looked 
at IRS’ efforts to track people that are in bankruptcy, and that 
would have been long before the surge that we have seen in bank- 
ruptcies through the 1980’s and into the early 1990’s. It is an area 
of concern for any debt collector, for any person who is owed 
money, the number of bankruptcies that are out there, but I can’t 
testify at this point on the current effectiveness of IRS programs 
in that area. 

Mr. Horn. Let me move to the year 2000 issue which you 
brought up. As you know, this committee started the interest in it. 
Has GAO looked at the degree to which IRS is trying to solve this, 
and in looking at IRS, are they behind most other agencies in this 
regard? We know that Social Security started in 1989, on its own 
initiative without congressional prodding, and we know that a lot 
of agencies, such as Energy and Transportation, in the case of 
Transportation, everyone but the Federal Highway Administration 
didn’t really know it was a problem. They had started also in 1987, 
but their management system didn’t get that information to the 
top, so the Secretary knew it and knew it was a department-wide 
problem. 

So do you have any reading as to the degree which IRS stands 
in marching toward the solution before there is a lot of chaos on 
midnight of the year 2000? 

Ms. Willis. Mr. Chairman, I am not in a position to tell you 
where IRS stands as it compares to other Federal agencies in deal- 
ing with the year 2000 problem. 

We are looking at IRS’ efforts, and I am in a position to tell you 
that the problem is serious. IRS is in the assessment phase of look- 
ing at its systems. It has divided its various systems into the tiers, 
with the tier one being the largest, biggest systems, and I think 
they are well aware of the magnitude, the challenge that they face 
in bringing very large, very fragile, very old systems into compli- 
ance by the year 2000. 
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They have laid out an aggressive schedule for bringing the tier 
one or the major tax processing systems into compliance, and we 
would expect that they would begin testing that sometime in the 
year 1999, in order to determine whether we are going to be suc- 
cessful. But I don’t think it is an issue that anybody can relax their 
vigilance on until we know the systems have been made compliant. 

IRS also faces a problem in having systems that cannot be made 
compliant, that are so old they are going to have to be replaced. 
In dealing with some of the issues that Dr. Stillman discussed with 
systems acquisition-systems development, they are going to have to 
be addressed in the year 2000 process as well as any modernization 
effort. 

Mr. Horn. As you look across the Federal Government in terms 
of how automation is effectively implemented, to what extent have 
you found the tradeoff of personnel positions to incremental moves 
toward automation, and is IRS ahead or behind in that issue? Do 
they simply come up and want more money, isolated solely for au- 
tomation, or do they do what the rest of us have done when we 
head large organizations, and that was simply try to work an incre- 
mental tradeoff and make some progress in that area? What is 
your sense of that? 

Ms. Willis. Successful modernization of the IRS systems will 
allow it to do more with fewer people. The tradeoffs that have been 
made so far have been limited in part because we have not success- 
fully modernized the systems, in terms of being able to deliver the 
additional capability that will make IRS employees more produc- 
tive, have better access to information, and do things more elec- 
tronically as opposed to by paper. 

This year’s IRS budget request included both additional money 
for systems modernization as well as additional funds for new posi- 
tions and terms processing. While there have been tradeoffs made, 
obviously there have been requests for additional funds in both 
areas. 

Mr. Horn. One last question. I will pursue the rest with IRS, 
and we will also send you some questions. 

But in testimony before this committee in its March 1996 hear- 
ing, a witness reported that the Internal Revenue Service is not 
logging, tracking or able to report the number, location or dollar 
value of the liens they have placed; and they are not redeeming 
those properties with IRS liens against them when they are fore- 
closed on by a bank, a savings and loan or an investor. It has been 
estimated that over $100 billion in these liens has been written off, 
and another $60 billion is ready to be abandoned. 

The witness said that in her experience, the IRS has failed to re- 
deem approximately 99 percent of these properties and, therefore, 
to recover billions of dollars in Treasury tax dollars. Instead, the 
IRS property tax liens are simply allowed to expire and disappear. 
What do you suggest should be done to restore confidence in the 
IRS’ ability to effectively manage the program and has that come 
within GAO’s review? 

Ms. Willis. Mr. Chairman, we are currently in the process of 
looking at the issue of liens for the Senate Finance Committee. We 
have just begun this work, and I can tell you there are problems 
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in identifying all of the liens that IRS has either imposed or has 
standing in the courts against taxpayers. 

Some of the questions that were raised by the statement by the 
witness have been raised by others, especially as it relates to 
downsizing restructuring of IRS activities and whether this will im- 
pact on their ability to release liens, et cetera. These are issues 
that we will be looking at over the next few months for Senate Fi- 
nance. Right now, I am not prepared to comment on that particular 
statement. 

Mr. Horn. I understand the IRS has no nationwide data base of 
liens, is that correct? 

Ms. Willis. That is my understanding as well. 

Mr. Horn. Well, I thank you. We will have a number of ques- 
tions, if you don’t mind answering, that we will put in. 

Ms. Willis. I will be happy to. 

Mr. Horn. We welcome to the committee a member of the full 
committee, Mr. Sanders of Vermont, who has asked to sit with us 
and without objection we will permit Mr. Sanders to ask questions. 

Mr. Sanders. Thank you, Mr. Chairman. 

The major concern I have is to try to understand the impact of 
the new organization under New England and specifically under 
Vermont, because we are hearing a whole lot of concerns about 
that. 

Before we get to that, I would like to ask Ms. Willis and Dr. 
Stillman a question and see if they can give us a response from 
GAO’s perspective. 

Yesterday, there was an article in the Boston Globe, and let me 
just quote from it, and I would appreciate it if you might comment. 
This is what the globe writes: “Because of the shift in IRS prior- 
ities, audit rates for high-income taxpayers have plummeted in re- 
cent years while the rate for people earning less than $25,000 has 
more than doubled.” 

Later on they say, “Only a few years ago, wealthy taxpayers in 
any part of the country were far more likely to be audited than 
they are today. In 1988, the IRS audited better than 11 percent of 
returns filed by people with $100,000 or more in income. By 1995, 
the audit rate had fallen sharply to less than 3 percent. Mean- 
while, the audit rate doubled for people with income under $25,000, 
going from about 1 percent of returns in 1988 to 2 percent in 1995.” 

My understanding is that, in terms of higher income people and 
corporate America, there are tens and tens of billions of dollars of 
unpaid taxes out there. So my question from the GAO perspec- 
tive — and I wonder if you have done any research on this — why is 
it there seems to be a tremendous interest in going after and audit- 
ing people making less than $25,000 but not quite that interest in 
going after billionaires and large corporations? 

Ms. Willis. Congressman Sanders, we issued a report last year 
that looked at IRS audit rates and coverage; and it is true that IRS 
audit rates have fallen; and we did find some of the same trend 
lines that you mentioned. But I’d like to explain a couple of things 
we found that affect those lines. Because the reduced resources, the 
audit rate overall declined and continues to decline. 

But IRS has also been doing a variety of audits as relates to the 
earned income credit which are typically people under the $25,000 
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threshold that you’re talking about. And those audits have been 
put in place because of concerns of the Congress, GAO and others 
regarding the high level of reported noncompliance within that 
credit. And so, as those programs have taken off, as IRS has at- 
tempted to identify where the noncompliance and the level of non- 
compliance within the earned income credit is, that has put addi- 
tional resources and additional emphasis on taxpayers in the under 
$25,000 income range. 

So I think when you combine the cut in resource that reduces the 
overall audit rate and add to that the increases in the earned in- 
come credit, you see that trend lines where higher income are au- 
dited less often, lower income are audited more often. 

Mr. Sanders. So, basically, you are confirming what the article 
indicated, that there is more of an emphasis on going after lower 
income people who might take advantage of the EITC and less in- 
terest in going after upper income people. 

If the argument is there are simply not resources available? One 
might ask if, as I have heard — you might want to correct me if I 
am wrong — I’ve heard there is an estimate of over $100 billion a 
year in unpaid taxes from corporate America and wealthy individ- 
uals. Some may want to know why there is not an emphasis in 
going after those folks but we are going after folks making less 
than $25,000. 

Ms. Willis. Well, there is an emphasis in terms of the corporate 
side. The numbers that you typically see cited address corporate 
rates as opposed to individual audit rates, and IRS has an ongoing 
corporate audit program for the largest corporations in this coun- 
try, the 1,700 largest. So the numbers that I’m talking about are 
for individual taxpayers. And I would suggest that our work shows 
that IRS has an interest in going after low income more than high 
income, but rather because of different drivers behind the compli- 
ance programs as well as the resources that are available, that 
when you look at the numbers, the trends on one are down and the 
trends on the other are up. 

Mr. Sanders. Thank you for your response. 

But, Mr. Chairman, I would suggest that at a time when over 
the last 15 or 20 years this country has given huge tax breaks, 
lower taxes for upper income people and large corporations, there 
is something wrong in the priorities of the IRS that they seem to 
be focusing on low-income people and ignoring tens of billions of 
dollars of potential tax revenue we could bring in from upper in- 
come people and large corporations. 

Thank you very much, Mr. Chairman. 

Mr. Horn. Thank you. You have raised an interesting question 
and I think we will pursue it with the IRS management. 

But as I read your full testimony and GAO’s work in this area, 
does it mean essentially there is a greater percentage of fraud in 
the earned income tax credit program based on what we know? Or 
is that level of fraud — as I saw it, it seemed to be just dependents 
added to the form to get more money under the income tax credit. 
Is that about the same level of fraud as you find in the upper in- 
come? 

And I say that for this reason. It seems to me the people that 
pay the taxes in this country are the middle class in the aggregate. 
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because there’s more of the middle class than there is of the so- 
called corporate barons. And when you get an earned income tax 
credit which has millions of people eligible, that aggregate is going 
to add up to quite a bit of money if there’s substantial fraud. Has 
GAO looked at the relative fraud potential of these various pro- 
grams? 

Ms. Willis. Yes, we have; and we reported in 1994 and 1995 to 
the Senate Finance Committee, I think, a couple of interesting sta- 
tistics. When you look at the amount of noncompliance — and I say 
noncompliance because we don’t always know when there’s a prob- 
lem with a return, especially an earned income credit return, 
whether it’s intentional fraud or unintentional noncompliance. The 
earned income credit can be an extremely complicated credit, espe- 
cially for the group of taxpayers that it’s targeted toward. 

But when you look at the noncompliance rate for the earned in- 
come credit, it is not higher than the reported noncompliance rate, 
for example, for sole proprietors; and it is much lower than if you 
look at the noncompliance rate for people that we call informal sup- 
pliers or the people who sell wood in your neighborhood who essen- 
tially work the cash economy. So, from a tax program perspective, 
there are other programs that have equally concerning areas of 
noncompliance . 

Part of the problem with the earned income credit in terms of 
compliance is that it is a refundable credit, and so it is not covered 
by money that is withheld or is simply not paid to the Government. 
It is money that actually flows out of the Government Treasury as 
a supplement to the income of these families. And so we are con- 
cerned about the noncompliance and also concerned about how we 
can efficiently reduce that noncompliance; and IRS has done a 
number things that have been effective, especially as it relates to 
the electronically filed returns and moving more into the paper re- 
turns and identifying people with dependents or who don’t have the 
proper filing status. 

I think it’s important that we focus across the board in all the 
areas of noncompliance and ways that either IRS administratively 
or Congress statutorily can improve compliance. 

Mr. Horn. Well, I thank you very much for that statement; and 
we’ll followup with some more specific questions. You’ve done a fine 
job, and we thank you very much for appearing. 

Ms. Willis. Thank you very much. 

[Followup questions and responses follow:] 
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RESPONSES TO FOLLOW-IIP QUESTIONS FOR GAO 

1. Collection industry experience shows that the older a debt becomes, the more 

difficult it is to collect. A high proportion of the IRS's accounts receivable are 
more than 5 years old. What are the causes of this and what is being done to 
address the problem? 

GAO RESPONSE: One of the main reasons for these older accounts is the fact 
that it may take IRS up to three years from the due date of the tax return to 
assess delinquent taxes. These compliance generated delinquencies from 
nonfilers, underreporters, and examinations/audits can make coUections more 
difficult from the start and furthermore, these accounts can remain in the 
inventory for up to 10 years with little chance of ever being collected. 

A related problem is an IRS legal interpretation that it cannot write off an 
account as uncollectible before the expiration of the 10-year statute of 
Umitations on delinquent accounts. Thus, IRS' inventory includes many accounts 
of deceased taxpayers and delUnct corporations which are truly uncollectible and 
would not be carried on most businesses' accounts receivable. In addition, many 
deUnqnent accounts remain in the inventory of tax debts because IRS for 
whatever reason has not been able to fully work and resolve them. 

IRS' tax systems modernization program, with its focus on improving IRS' 
computer systems and overhauling its paper-intensive approach to tax return 
processing, can have far reaching effects on IRS' delinquent tax collection 
process. In that regard, quicker processing of tax returns and return information 
will allow for earlier identification of potential tax delinquencies. That coupled 
with speeding up the collection process by sending fewer bills and attempting to 
contact delinquent taxpayers sooner can lead to reducing the age of delinquent 
accounts and improving the collectibility of those accounts in the tax debt 
inventory. 


2. While the IRS has taken steps to correct management and technical 

weaknesses and more recently began to put the brakes on TSM development 
spending, what does the IRS need to do now to get the modernization back on 
track? 

GAO RESPONSE: As we noted in our recent high risk reports addressing TSM,* 
IRS needs to continue to make concerted, sustained efforts to fully implement our 
recommendations and respond to the requirements outlined by Congress. These 
efforts should include (1) limiting information system projects, both in house and 


* IRS Manaoenient (GAO/HR-97-8, Feb. 1997) and Information Management 
and Technology (GAO/HR-97-9, Feb. 1997). 
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contracted out, to small, low risk, near term projects that lES has the abUity to 
successfully develop or acquire; (2) improving IRS' system development and 
acquisition capabilities; (3) finalizing the architecture and ensuring that all IRS 
system projects conform to it; (4) instituting disciplined inv^tinent processes to 
ensure that aU infonaatioe technology investment decisions (e.g., project 
selection, control, evaluation) are based on reliable, objective, and, whenever 
possible, quantitative data including cost and risk adjusted return on investment; 
(5) reengineering IRS business processes, focusing on electronic filing, and using 
these improved processes to determine those information technology investments 
needed to support the new process; and (€) ensuring that all future IRS 
information systems budgets are determined by IRS' performance as specified in 
the Clinger-Cohen Act. 

These efforts will take both management commitment, follow-through, and 
technical discipline by IRS in partnership with the Treasury Department, OMB, 
and the Congress. Once these essential improvements are made, IRS should have 
an effective implementation strategy for achieving its business vision, the capacity 
to make sound investments in information technology, and the necessary technical 
foundation for effectively modernizing its processes and systems. 


3. The most recent statistics from the IRS's Questionable Refund Program show 

that the number and dollar amount of fraudulent refunds have declined 
significantly. Does this mean that the IBS has turned the comer and that refund 
fraud is on the decline? 

GAO RESPONSE: We do not know what it means and neither does IRS. When the 
niunbers were increasing, we always cautioned that no one really knew whether 
the increase meant that fraud was on the rise or IRS was doing a better job of 
detecting it. Similarly, there is no way of knowing whether the lower numbers 
mean fraud is on the decline or IRS is doing a worse job detecting it. When we 
talked to the persons directly responsible for the Questionable Refund Program 
(QRP) last year about the declining statistics, they said that the most significant 
cause was a 31-percent staffing reduction— from 553 full-time equivalent staff in 
1995 to 379 staff in 1996. It is interesting to note however, that there was about 
a 60-percent decline in the number of fraudulent returns detected in 1996 
compared to 1995, which would suggest that there were other factors involved 
besides a 31-percent staffing decrease. In that regard, program officials cited two 
other causes for the decrease in results: (1) the impact of enhanced upfront 
filters in the electronic filing system that prevented bad retiums from getting into 
the system and (2) a decision to focus QRP efforts on certain kinds of cases. 

The Earned Income Credit (£IC) is one particular area of the tax code that has 
historically been a major contributor to refund fraud. IRS recently issued a 
report on its study of EIC noncompliance (which is a combination of intentional 
and unintentional errore) on tax year 1994 returns. As reported by IRS, the 
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study showed a significant decrease in EIC noncompliance since the last 
comprehensive review of that area as part of the 1988 Taxpayer Compliance 
Measurement Program. We will be assessing that study at the request of the 
House Committee on Ways and Means. 


4. How will the IRS know when it has adequate control over refund fraud? What 

assurance does the IRS have that after controls are tightened in one area (as was 
done with the Earned Income Credit), other areas don't become more vulnerable to 
fraud? 

GAO RESPONSE: Periodic studies of specific areas of noncompliance, such as 
the EIC study referred to in our response to question #3, are the best way for IRS 
to assess its progress in controlling known areas of fraud and to identify 
continuing vulnerabilities. The second part of the question is key, however. IRS 
must remain alert to emerging areas of fi-and as it works to tighten its controls in 
other areas. We realize that IRS can only do so much with available staff, but 
there are apparently automated techniques that can be used to help in this effort. 
To that end, IRS entered into a multi-year contract with the Los Alamos National 
Laboratory in 1993 that, as we understand it, was to result in the testing of 
algorithms that could be used to detect anomalies in ffled returns. We do not 
know the status of that effort. In our opinion, however, any such effort will be 
hampered by the fact that IRS does not have the ability to electronically capture 
data on paper returns. Thus, the Electronic Fraud Detection System (which is 
used by IRS' Questionable Refund Program staff to detect and research filing 
schemes and which would be the vehicle for any anomaly detection techniques) is 
primarily used on electronic returns. 


6, After four years of financial audits at the IRS and your experience during the 

current year's audit, .what do you think the future holds? What does the Congress 
need to do to ensure that the IRS remains committed to the goals of the CFO Act 
and continues to address and correct its widespread financial management 
problems? 

GAO RESPONSE: IRS has made some incremental progress towards improving its 
financial management problems over the four years its financial statements have 
been subjected to audits. However, much stUl remains to be done. IRS’ efforts 
towards its goal of having its auditor render an unqualified "clean" opinion on its 
financial statements will be directly tied to the level of priority and sustained 
commitment to this goal by IRS' management. Our experience across government 
is that agencies often take years to get their financial records and practices 
improved to a point to provide auditable financial statements where the auditor 
can render a clean opinion. IRS could be one to significantly more years away 
fi-om its goal of a clean opinion, depending on the actions it takes to correct the 
underlying problems. 
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Congress needs to persist with continued diligent oversight over IRS' etforts to 
correct these problems. The Congress' efforts should focus on whether IRS is 
making progress on the remaining outstanding recommendations from GAO's 
audits and assess IRS' progress in implementing its related action plan to do so, 
and taking actions the Congress concludes are warranted based on IRS' progress 
or the lack thereof. 


6. What implications would a failure to address these problems at the IRS have 

on the goal of providing an audited government wide financial report to the public? 
What actions could the Congress take to ensure that the IRS's financial 
management problems are resolved? 

GAO RESPONSE; IRS' failure to correct its financial management problems to a 
point where auditable financial statements are possible would preclude auditable 
govemmentwlde financial statements from occurring. The tax revenues collected 
by IRS represent close to 95 percent of t,he federal government's funding. 

As previously mentioned, Congress needs to persist with continued diligent 
oversight over IRS' efforts to correct these problems. That oversight should focus 
on whether IRS is making progress on the remaining outstanding 
recommendations fi-om GAO's audits and assess IRS' progress in implementing Its 
related action plan to do so, and taking actions the Congress concludes are 
warranted based on IRS' progress or the lack thereof. 
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Mr. Horn. Next panel, panel two will please come forward. We 
have Shelley Davis, former IRS Historian; Sheldon Cohen, IRS 
Commissioner during the Johnson administration, fellow of the Na- 
tional Academy of Public Administration; and Robert Tobias, the 
president of the National Treasury Employees Union. 

[Witnesses sworn.] 

Mr. Horn. All right. All three have affirmed. 

We welcome you, and we will start just the way it is on the ros- 
ter. 

Shelley Davis, Ms. Davis, the former IRS Historian, if you would 
summarize your statement in about 10 minutes. We won’t hold you 
completely to it, but as you know your full text goes in at this point 
in the record. We’d like to hear the basic thrust of it for about 10 
minutes. 

STATEMENTS OF SHELLEY DAVIS, FORMER IRS HISTORIAN; 

SHELDON COHEN, IRS COMMISSIONER DURING THE JOHN- 
SON ADMINISTRATION, FELLOW, NATIONAL ACADEMY OF 

PUBLIC ADMINISTRATION; AND ROBERT TOBIAS, PRESI- 
DENT, NATIONAL TREASURY EMPLOYEES UNION 

Ms. Davis. Sure, thank you Mr. Chairman, members of the com- 
mittee. I’m pleased to be here before you today as you attempt to 
understand and ultimately improve the IRS. 

As the only person to ever serve as the Historian for the IRS, I 
would like to focus my testimony on the subject with which I am 
most familiar, the evolution and history of the IRS. As a Historian, 
I have to admit to a professional bias to the need to understand 
the past in order to move intelligently into the future. 

My testimony before you will consist primarily of two parts, and 
I will give you your history lesson as quickly as possible. The first 
part, I will discuss what I call flash points of IRS history, those 
events which had a defining influence on the tax collector, and I 
will briefly outline the congressional response to some of these 
flash points. 

The first flash point in IRS recent history is 1952. Thirty-five 
years ago, on March 15, 1952, the IRS was officially reorganized 
into the structure with which we are familiar today. This was not 
a reorganization dreamed up by the IRS. Rather, the 1952 reorga- 
nization was forced upon a reluctant IRS by President Truman and 
a Congress fed up after years of reports of problems with the tax 
collector, pledges from the IRS to clean up its act, and a glaring 
failure of the agency to be able to implement change by itself 

Recent cries from current Commissioner Margaret Milner Rich- 
ardson that the IRS is undergoing some of the greatest attacks in 
its history today, in my opinion, demonstrate the lack of awareness 
of its own history that the IRS reflects, because compared to the 
outcry that faced the IRS in 1952, the IRS today is really having 
a picnic in the park, at least so far. 

Moving to the second flash point requires a jump of 20 years, to 
1973. That was the year, in June 1973, when White House Counsel 
John Dean revealed that the White House had developed what he 
called an “enemies list”. He also revealed that the IRS had set up 
a small secret staff to collect information on dissidents and mal- 
contents in American society. In the media frenzy that followed 
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these revelations, these two references became forever jumbled in 
the American psyche; and the enemies list became forever linked 
with the IRS, with the general assumption being that the IRS was 
guilty of auditing and chasing after President Nixon’s enemies. 

The problem was that the IRS wasn’t guilty. At least they 
weren’t guilty of auditing Nixon’s enemies. The bigger problem 
though, for the IRS at least, was that the IRS was guilty of assem- 
bling its own enemies list, far more substantial and far more dan- 
gerous than anything President Nixon ever dreamed of. 

So in mid-1973, the IRS knew that it had a big problem. It knew 
it hadn’t audited President Nixon’s enemies, but it couldn’t very 
well go out waving a flag with this pronouncement because it knew 
its own internal actions were far more dangerous and its own list 
was far more extensive than Nixon’s. Just as a matter of perspec- 
tive, the IRS list had over 11,000 taxpayer names on it. All the var- 
ious compilations of Nixon’s enemies list had around maybe 600, at 
the most, names. So what did the IRS do in 1973? It remained 
mute. The IRS learned that by simply keeping its mouth shut, by 
biding its time, that events would eventually calm down and nor- 
malcy would resume. 

The third flash point of recent IRS history jumps forward a dec- 
ade to 1985, the year of the great IRS meltdown of which we have 
all heard so much recently. This was the year the IRS installed 
new computer hardware and software in its 10 processing centers 
around the country. When the new systems had trouble keeping up 
with the sheer workload of tax processing, the IRS workload be- 
came quickly overwhelmed and the service flooded with stories of 
IRS employees stuffing tax returns down toilets and into ceiling 
tiles and into wastebaskets just to get them off their desks in front 
of them. 

The final fiash point I want to address is actually more of a fizzle 
than a flash, but it’s important nonetheless. The final example 
demonstrates how the lessons the IRS took from these earlier flash 
points have succeeded, that its best defense is often silence, that 
the waiting game is usually the winning strategy for the IRS. 

The flash point fizzle that I refer to happened between 1989 and 
1992, and involves the investigations launched by former Congress- 
man Doug Barnard into allegations of misconduct by senior IRS ex- 
ecutives. In all, during those 3 years of hearings, Barnard revealed 
some serious abuses on the part of at least 25 top-level IRS execu- 
tives. But of these 25 cases, only one individual received even a 
modicum of punishment, that being a 10-day suspension. The pain 
of that suspension, though, lessened when this man’s fellow execu- 
tives took up a collection to reimburse him for his lost pay for that 
period of suspension. 

The value of the lessons learned from the previous flash points 
became immutable truths for the IRS after the Barnard hearings. 
By verbally pledging to clean up its act, by shifting the players to 
avoid accountability, by remaining mute, the IRS emerged from the 
most painful public hearings into its integrity since the 1952 hear- 
ings with nary a scratch. 

And now, just for a moment, about the congressional response to 
these various flash points. As I already pointed out, in 1952 Con- 
gress acted by reforming and restructuring the IRS. This is the 
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only time in the recent history of the IRS that Congress has taken 
decisive action which resulted in significant change inside the tax 
collector. 

And what of the Watergate years? Well, because the IRS was 
successful in hiding the real story of what was going on, Congress 
fixed the wrong problem. In 1976, asserting that the IRS had be- 
come what was called a “lending library” of tax returns to the 
White House, Congress moved to tighten the privacy restrictions on 
tax return information, enacting the most restrictive provisions in 
the history of the Tax Code to access to tax information. 

The result of this was that Congress actually handed the IRS the 
best defensive weapon it has ever had. By continually citing restric- 
tions on access to taxpayer information, the IRS has perfected the 
art of blunting criticism and deflecting blame. Rather than putting 
real restraints on the IRS, Congress inadvertently gave the IRS 
even more power to operate without accountability. 

And what of 1985, the great tax meltdown? Well, there’s nothing 
like cries from constituents to bring about change. After the dust 
settled. Congress essentially gave the IRS a blank checkbook in 
1985 and told the agency to fix its computers forthwith. We have 
all heard the results of that. 

What about the flash point fizzle of Congressman Barnard’s 
hearings, which finally concluded in 1992? Nothing. Congress did 
not enact a single reform or take any action at all at the end of 
3 years of very painful investigations by Congressman Barnard. 
Fizzle. 

So the circle begun in 1952 was now complete 40 years later. 
From an era when Congress was appalled with ethical problems in- 
side the IRS and took decisive action to an era when Congress was 
deaf and dumb to revelations of unethical behavior and mis- 
management inside the tax collector, the IRS completed its learn- 
ing curve that the best defense is to promise that studies will be 
made, pledge to fix existing problems and convince Congress to 
leave it untouched. 

The IRS executive cadre of today is filled with employees who are 
steeped in the culture of secrecy, who believe that running the tax 
system is too important a job to be left in the hands of anyone but 
a member of their private club, who have learned to wait out every 
storm, rearranging the deck chairs after every public revelation of 
mismanagement or financial bungling. 

I will digress for a minute and talk about the IRS news story of 
the week, which is browsing by IRS employees, which shows that, 
once again, I believe Congress is attacking the wrong problem. 
Rather than focusing on low-level, poorly trained, in many cases 
not very highly educated IRS employees, the more important ques- 
tion is what is being done about the IRS executives who promised, 
who pledged to Congress 4 years ago that they would implement 
a no-tolerance policy for browsing when this issue was raised. 

Accountability on the part of IRS executives is where Congress 
needs to be looking. The browsing story ultimately plays directly 
into the hands of the IRS, which wants to be able to proudly stand 
tall and claim they are protecting taxpayers, all the while skirting 
the more important issue of accountability. 
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The IRS simply doesn’t hold the members of its own executive 
club accountable for their actions. By drumming out an occasional 
low-level employee, by protecting its top-level bureaucrats, the IRS 
has once again succeeded in duping Congress and the American 
taxpaying public. 

So what can be done? Well, I believe that we and you. Members 
of Congress, can no longer wait for the IRS to fix its own problems. 
With historical parallels to 1952, IRS’ plans and reorganizations of 
recent years have not corrected the problems that we all know are 
there. 

I believe that Congress should look to 1952 for suggestions on 
where to go from here. The problem today, like that of 1952, is one 
of leadership; and not just leadership at the very top of the IRS in 
the position of the Commissioner, but leadership throughout the 
entrenched secret society of IRS executives. 

Confess excised the problem 45 years ago by replacing both the 
Commissioner and the entire top tier of IRS executives. Today, I 
believe that same type of action is necessary to recreate the IRS 
into the premier organization that it has been and that it can be 
again in the future. 

Thank you. 

Mr. Horn. We thank you for that marvelous statement, and in 
the question period we will get into it more and your own experi- 
ences with IRS as Historian. 

Is your book out yet? 

Ms. Davis. Yes. Sure. It should be in any bookstore. 

Mr. Horn. OK. What’s the title of it? 

Ms. Davis. “Unbridled Power: Inside the Secret Culture of the 
IRS.” 

Mr. Horn. You and I have a similar title. I had a book called 
“Unused Power: The Work of the Senate Committee on Appropria- 
tions.” Unused and unbridled. 

OK, Bernie, what is yours? Is yours out? 

Mr. Sanders. Oh, it is coming up. 

Mr. Horn. OK. That’s very fine. 

[The prepared statement of Ms. Davis follows:] 
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Statement of 

SheOey L. Davis, former historian, HtS 
before the 

Subcommittee on Government Management, laformatiott and Technology 
April 14, 1997 

I am pleased to testify before you today in your effort to understand and ultimately 
improve the Internal Revenue Service (IRS). For over seven years, from 1988 to 1995, 1 
served as the first and only professional historian inside the IRS. I was also the last 
historian of the tax collector. The IRS abolished my position upon my public and 
publicized departure from the agency 15 months ago. 

As the only person to ever serve as the historian for the IRS, I would like to focus 
my testimony on the subject with which I am most familiar — ^the evolution and history of 
the IRS. As a historian, I must admit a professonal bias to the need to understand the 
past in order to move intelligently into the future. I hope my testimony will give you 
insight into historical is&es and patterns you may wish to consider as you develop plans to 
improve the IRS. Due to time limitations, I will limit my testimony to recent history. TWs 
is also where the most important lessons for the ftiture may be gleaned for your purposes. 

My testimony consists of two parts. The first part will discuss what I ctd! 
“flashpoints” of IRS history — ^those events which had a defining influence on the behavior 
of the tax collector. I will then briefly outline the congressional response to some of these 
flashpoints and other IRS issues. 

The first flashpoint is 1952. 


1 
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Forty-five years ago, on Ktoch 15, 1952, the IRS was officially reorganized into the 
structure we are ftniiliar wth today — ^a headquarters with a single political appointee at 
the top; field offices known as “districts”; tax processing centers known as “service 
centers”; and regional offices between the districts and the headquarters. This was not a 
reorganization dreamed up by the IRS. Rather, the 1952 reorganization was forced upon 
a reluctant IRS by President Truman and a congress fed up after years of reports of 
problems with the tax collector, pledges fiom the IRS to clean up its act, and a glaring 
Mure of the agency to be able to implement change by itself (does this sound familiar?). 

The problem that neoled to be fixed was different than that which faces you today. 
In 1952, the problem was that the IRS was one of the most political of all federal agencies. 
All IRS district directors (then called “cofieaors”) and other executives were political 
appointees. For example, a typical reward for successfully mana^g the Tennessee 
Truman for President campaign was an appointment as IRS collector for Tennessee. 

The resulting problems are perhaps obvious — these politically appointed collectors 
were able to manipulate the tax system to their advantage, auditing their enemies and 
going easy on their fiiends (does this sound familiar?); some were unqualified for these 
important positions; others accepted bribes and failed to pay their own taxes. 

Recent cries fi^om current Commissioner Margaret Milner Richardson that the IRS 
is undw the “greatest attack in its history,” demonstrate the lack of knowledge of its own 
history which plagues the IRS. Compared to the outcry that resulted once Congress 
began to get wind of what was happening in the IRS four decades ago, the IRS is having a 
picnic in the park today. 
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One aspect that is similar is that for years leading up to the 1952 reorganization of 
the IRS enacted by Congress, the IRS had been conducting its own studies, making its 
own plans, reassuring Congress that all was under control and that the IRS could cure its 
own ills. The shocking revelations of California Congressman Cecil King, who headed a 
subcommittee of the Ways and Means Committee charged with investigating the functions 
and organization of the IRS, resulted in a full scale restructuring of the tax collector, 
including replacement of the organization’s leadership, not just at the top but throughout 
the country. 

Thus was bom the modem IRS, the IRS we are familiar with today — an IRS that 
is characterized by leadership provided by career bureaucrats rather than political 
appointees. In 1952, this was the right fix for the right problem. Congress did a 
courageous and correct thing in 1952. 

What did the IRS leam? The IRS learned that Congress didn’t trust it to fix itself. 
Why bother cooperating with Congress when Congress is going to do what th^ damn 
well please no matter what? 

Moving forward to the second flashpoint requires a jump of 20 years, to 1973. 

In late June of 1973, White House Counsel John Dean revealed in testimony 
before the Senate Watergate Committee that the White House had developed an “enemies 
list”. Dean also revealed that the IRS had set up a small secret staff to collect information 
on dissidents and malcontents in American society. In the media fienzy surrounding 
Watergate, these two references became jumbled and the enemies list became forever 
linked with the IRS, with the general assumption being that the IRS was guilty of 
harassing and auditing Nixon’s enemies. 
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The problem was, the IRS wasn’t guilty--at least of auditing Nixon’s enemies. The 
bigger problem (for the IRS, that is) is that the IRS was ^ilty of assembling its own 
enemies list, far more substantial and dangerous than anything Nixon ever dreamed of. 

The IRS called the office which managed its own enemies list the “Special Services Staff,” 
leading one to question, special services for what? 

So in mid-1973, the IRS had a probiem—a big problem. As an organization, it 
knew that it hadn’t audited Nixon’s enemies. But it couldn’t very well go out waving the 
flag with this pronouncement, because the IRS knew that its own enemies list was far 
more extensive than Nixon’s list (11,000 versus 600 names). So what did the IRS do? It 
remained mute. This is perhaps the first time in its recent history that the IRS learned that 
by simply keeping its mouth shut, biding its time, that evems would eventually calm down 
and normalcy would resume. 

What did the IRS learn? Keep your yapper shut and Congress will probably never 
really figure out what’s going on. They didn’t. 

The third flashpoint of recent IRS history jumps forward a decade, to 1985. The 
year of the IRS meltdown. Or so it appeared at least from inside the IRS. This was the 
year the IRS installed new computer hardware and software in its ten processing centers 
around the country. Not a bad thing to do on the surface. But the IRS pulled out the old 
computers before installing the new, leaving no backup capability. 

Thus, the meltdown. When the new systems had trouble keeping up with the sheer 
workload of tax processing, the IRS workforce became quickly overwhelmed and stories 
flooded the country of tax processors stuffing tax returns into ceiling tiles, down toilets, 
and into waste baskets just to get them off the table in front of them. Although the actual 
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problems resulting from this fiasco affected a very small percentage of taxpayers, the 
media onslaught forged an image of an inept, even stupid IRS. Cries for reform (and 
refunds) flooded congressional offices. 

What did the IRS learn? That mismanagement of a major computer program could 
have good results for the IRS, as long as you were willing to wait out the storm. For after 
the storm comes recovery and with recovery comes money. 

Also, as an aside, according to an IRS executive who served as my mentor inside 
the agency, the explosion of the space shuttle challenger that knocked the IRS computer 

f 

problems off the front page — another lesson for IRS executive is that if you wait out a 
problem it will just go away (or at least gve you time to move into a new position and 
thus, remain blameless for any prior fiiilings). 

The final flashpoint I wish to address is more of a fizzle than a flash, but it is an 
important marker nonetheless. This final example demonstrates how the lessons the IRS 
took from these earlier flashpoints have succeeded for many years-that the best defense is 
often silence; that the waiting game is usually the winning strategy; that problems will 
eventually dissipate as other news takes over. Explosions, bombings, disasters, war, 
airplane crashes — all serve to knock stories about processing tax returns off the front 
pages. The worst thing for the IRS is a slow news day. 

The flashpoint fizzle I refer to occurred from 1989 through 1992, and involves the 
investigations by retired Congressman Doug Barnard into allegations of misconduct by 
senior level IRS executives. The stories brought into the public Qre by Congressman 
Barnard ranged from the spectacular to the mundane, from the now infamous story of the 
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IRS raid of Jordache Jeans to tales of IRS investigators joyriding' in a speedboat seized in 
a drug bust. 

In all, Barnard revealed some very serious abuses on the part of at least 25 top IRS 
executives. Pretty shocking, no? No. Of these 25 cases, only one individual received 
even a modicum of punishment, a ten day suspension. The pain of this singular suspension 
was lessened when this IRS executive’s fellow executives passed the hat fiar their co- 
worker at a conference held just weeks before the suspension was set to take effect, thus 
blunting even this minor monetaty punishment. 

The value of the lessons learned from the previous flashpoints became immutable 
truths for the IRS after the Barnard hearings. By verbally pledging to clean up its act, by 
shifting the players to avoid accountability, by remaining mute, the IRS emerged from the 
most painful public hearings into its integrity since the King hearings of 1952 with nary a 
scratch. Believe me, the IRS was laughing ail the way home. 

And now, to the Congressional response to these flashpoints. 

As I already pointed out, in 1952 Congress acted by reforming and restructuring 
the IRS. This is the only time in the recent history of the IRS that Congress has taken 
decisive action which resulted in significant change inside the tax collector. 

What of Watergate? Because the IRS was successful in hiding the real story — that 
the problem wasn’t the White House directing politically-motivated audits but the IRS 
itself— -Congress fixed the wrong problem. In 1 976, asserting that the IRS had become a 
“lending library” of tax returns to the White House, Congress moved to tighten the 
privacy restrictions on tax return information, enacting the most restrictive provisions in 
the history of the tax code on access to such data. 
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Congress ^parently did not realize the impact of its action. The result was that 
Congress actually handed the IRS the best defensive weapon it has ever had. By 
continu^ly citing restrictions on access to taxpayer information, the IRS has perfected the 
art of blunting criticism and deflecting blame. Rather than putting real restraints on die 
IRS, Congress inadvertently gave the IRS even more power to operate without 
accountability. 

And what of 1 985, the year of the great tax meltdown? There is nothing like cries 
from constituents to bring about change. This time. Congress realized that floods of calls 
from angry taxpayers whose returns were missing or refunds delayed wasn’t a helpful 
scenario at all. Thus, after the dust settled. Congress essentially gave the IRS a blank 
checkbook and told the agency to fix its computers forthvwth. The IRS grabbed the 
checkbook and began writing checks. In the intervening decade, the IRS bought lots of 
fancy plans with spectacular bells and whistles, but they didn’t end up buying a computer 
system that works any better than it did a decade ago, even two decades ago. 

And the flashpoint/fizzic of Congressman Barnard’s hearings which finally 
concluded in 1992? Nothing. Congress did not enaa a single reform, take any action at 
ail. Fizzle, 

The circle begun in 1952 was now complete 40 years later. From an era when 
Congress was appalled at ethical problems inside the IRS and took decisive action to an 
era when Congress vms deaf and dumb to revelations of unethical behavior and 
mismanagement inside the tax collector, the IRS completed its learning curve that the best 
defense is to promise that studies will be made, pledge to fix existing problems, and 
convince Congress to leave it untouched. 
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The problems of 1952 and 1992 are similar but not identical. In 1952, the 
problems were rooted in overwhelming presence of politically appointed tax collectors. 

As I have said. Congress’s action in 1952 to remove these political appointees and turn the 
IRS into a bureaucracy run by career civil servants was the right fix for that time. The 
problem is that times change and nothing lasts forever. 

Forty years later, the career bureaucrats who run the IRS have created their own 
unique problems. They have created an insular, secretive culture which is in its own way 
as dangerous as the political appointees of 1 952 were. The IRS executive cadre of today 
is filled with IRS employees who are steeped in the culture of secrecy, who believe that 
running the tax system is too important a job to be left in the hands of anyone but a 
member of their private club, who have learned to wait out every storm, rearranging the 
deck chairs after each public revelation of mismanagement or financial bungling. More 
than anything, the IRS has learned to protect its own, the members of its club, while 
silencing any potential critics. It has learned to destroy its paper trail, so that there wall be 
no evidence of mismanagement, no evidence of unethical behavior, no evidence of where 
billions of dollars were actually spent. Without a paper trail. Congress is left to accept the 
word of the IRS that it has done no wrong, at least not intentionally. There is no way to 
connect the dots, to find the needle in the haystack, to find the smoking gun. 

You cannot find a better example of this than in the IRS news story of the week: 
browsing in tax files by IRS employees. Once again, I believe that Congress is attacking 
the wrong problem. Browsing is not good, but browsing is not the biggest problem at the 
IRS. In fact, without the IRS and media spin on this issue, the fact that the IRS only fired 
23 employees over several years for browsing violations is a pretty fantastic track record. 
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The more important question is what is being done about the IRS executives who 
pledged “no tolerance” for browsing when Senator Glenn rmsed this issue several years 
ago. After the IRS made this pledge, did they actually do anything to enact it? Where are 
the documents to show us what action the IRS took? 'Where are the minute of meetings 
held, briefings given, reports prepared? These documraits will show us whether or not the 
IRS was serious when it pledged “no tolerance.” 

Again, accountability on the pm of IRS executives is where Congress needs to be 
looking — ^what programs did the IRS put in place to prevent browsing? How good were 
those programs? What criteria was used by IRS executives to select which cases to go 
after? Congress must ask the right questions rather than grabbing convenient tax time 
headlines. The IRS is snookering Congress again. The browsing story plays directly into 
the hands of the IRS, which wants to be able to proudly proclaim that they tire “proterting 
taxpayers” all the while skirting (again) the more important issue of accountability. 

I find two aspects of the browsing story to be most revealing. In response to cries 
for tougher policing of its own employees, IRS executive Dave Mader said last week, “we 
ought to start with the assumption that we’re going to fire them and then look at the 
circumstances.” Translation: let’s check out who the team players are and protect them 
and ferret out anyone who might criticize the agency. I should know. I was labeled a 
“problem employee” by Mader after breaching IRS internal protocol and reporting illegal 
activity to IRS Internal Security and the Treawry Department Inspector General. I was 
drummed out of the IRS by a trumped up investigation brought with malice rather than 
merit. 
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The second revealing aspect of this story involves a confidential GAO report which 
apparently indicates significant security problems at select IRS service centers. If 
problems with browsing are more severe at, say, three of the ten centers, shouldn’t the 
IRS executives leading these centers be replaced? Shouldn’t they be held accountable for 
lack of leadership, lack of action? 

The IRS simply doesn’t hold the members of its executive club accountable for 
their actions. By drumming out an occasional low-level employee while protecting its top- 
level bureaucrats, the IRS has once again succeeded in duping Coi^ess and the American 
people. I am only aware of one IRS executive who was fired by the agency in recent 
years, and this executive apparently received a large cash settlement, along with secrecy 
clauses, to go quietly into the night. 

As the new IRS commissioner in 1989, Fred Goldberg testified before the Barnard 
subcommittee that “the foundation on which all else rests is the integrity of our employees 
and the public’s confidence in our ability to detect, investigate and deal with the mistakes 
that will inevitably occur.” 

Sounds good. 

But Goldberg continued, saying that he didn’t believe that dwelling on the details 
of specific cases brought forward by Congressman Barnard would do much good. 
Goldberg testified, “ ... we have already seen encwgh to know there is a problem . . . .rather 
than take the next sbc months to dot the i’s and cross the t’s, we know you are right.” 

1 say it’s time to dot the i’s and cross the t’s. Nearly eight years after Goldberg 
said these words to Congress, the IRS appears even less willing to recognize that all is not 
well within its ranks. Congress should have held the IRS’s feet to the fire in 1989. They 
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didn’t, allowing the IRS to burrow deeper into its shell, relying on the argument that 
attacks on the IRS are dangerous to the integrity of our tax system. 

Last week, while sharing a panel sponsored by the Heritage Foundation with 
former IRS Commissioner Shirley Pierson, I was confronted with the argument that 
.those who criticize the IRS are “acting irresponsibly.” Mrs. Peterson then threw down the 
gauntlet of the Oklahoma City bombing in an apparent effort to drive home her point. 

But reasoned and factually-based criticisms of the fimaioning of the IRS are 
essential to ensuring that American taxpayers will enjoy the benefits of a tax system that is 
fair and fairly administered. Reasoned critiques of the tax agency will not incite bombings. 
If anything, they will convince a disgruntled American public that Congress can take 
action to address and correct serious problems at the IRS. 

What can we do? We can no longer wait for the IRS to fix its own problems. 

With historical parallels to 1952, IRS plans and reorganizations of recent years haven’t 
corrected the problems we all know are there. By glossing over problems, by reatrdn^ng 
the deck chairs, by renaming offices, the IRS has ignored the warning signs of an internal 
cancer. Today, that cancer has metastasized and must be excised if the IRS is to be saved. 

1 believe Congress should look to 1952 for su^estions on where to go from here. 
The problem today, more than anything— like that of I952-is one of leadership. 
Leadership not just at the very top in the position of the Commissioner, but leadership 
throughout the entrenched secret society of IRS executives. Congress excised problem 45 
years ago by replacing both the Commissioner and the raitire top tier of IRS executives. 
Today, the same action is necessary to recreate the IRS into the premier organization that 
it has been and it can be again. 
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Mr. Horn. Let me go to former Commissioner Sheldon Cohen, 
who was Commissioner of the IRS during the Johnson administra- 
tion, now a fellow of that distinguished body known as the National 
Academy of Public Administration. Thank you for coming. 

Mr. Cohen. Thank you, sir. 

I should start by saying the views I express today are my own. 
They are not attributable to my law firm nor the National Acad- 
emy, which did send me here but did not review what I was going 
to say. I will try to summarize. 

I am somewhat familiar with the King and Kean hearings be- 
cause I was there. I was recruited to the IRS in the fall of 1952, 
just as the reorganization was in full swing. So I do subscribe to 
some of what Ms. Davis has said but not all. 

I would admonish the committee that a page of history is worth 
a volume of logic, so you need to look to where you have been to 
see where you are going. There are some suggestions I have heard 
recently that we should repoliticalize the IRS. That is, we need 
more political responsiveness. That’s the lesson we learned in 1952, 
that we don’t want. 

So I would go through this by saying that when I came to the 
tax law, the Internal Revenue Code was as thick as my thumb; and 
the regulations were somewhat smaller than that. I measured 
them on my desk the other day when I prepared my statement, 
and the Internal Revenue Code is now about 4V2 inches thick, and 
the regulations are now in six volumes rather than one, and they 
measure something over 9V2 inches wide. 

That’s not the choosing of the Internal Revenue Service. That’s 
the choosing of the complexity of the society and the feeling of the 
Congress, that it has to respond to that complexity in some way or 
another. And so the complexity of the rules does create many of the 
problems, not all, but many of the problems that we’re dealing 
with. 

You have alluded to the fact that earlier in its history, back in 
the late 1950’s, early 1960’s, through the 1970’s, the Internal Rev- 
enue Service was thought of as one of the best administrative agen- 
cies in the Government, and that is so. I should say that, as a pref- 
ace or a footnote to that, that the cost of collection in the United 
States is still the lowest cost in the developed world. 

So we are doing some things right. There are many things we’re 
doing wrong, but we’re doing some things right. 

One of the problems that we find, and I think the restructuring 
commission has alluded to this publicly a number of times, is that 
the Congress never saw a problem which it couldn’t address with 
a tax solution. 

My first job was as a legislative draftsman. I can draft any ap- 
propriations bill as a tax law, and you have done it in spades over 
the years. Not just this group, of course, but the Congress, over the 
last 35 or 40 years that I have been watching it, has put in the 
earned income tax credit that we were talking about 10 minutes 
ago. That credit is a welfare provision that happens to be in the 
Internal Revenue Code. It doesn’t belong there, and so the Internal 
Revenue Service catches the heat for administering a provision 
that should be in the welfare system. 
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And we could go on. I could spend the rest of the day discussing 
chapter and verse of other illustrations of that. 

Change itself is complex. One of the simplest things I can advise 
you — and I’ve seen other tax experts up here try to say the same 
thing — is leave the tax law alone for 3 to 5 years and we would all 
get used to it. At least we will learn the rules. We wouldn’t he deal- 
ing with a constant change of rules which makes it very difficult. 

Last year, as I say in the statement, I was delivered 700 pages 
of explanation and law, and it was a quiet year. I am presumed — 
I did read it all, but I don’t think you want to impose on the Rev- 
enue Service the jobs of collecting school loans, of finding wayward 
parents or fathers or mothers or going out and dealing with orga- 
nized crime. Each one of these issues is probably meritorious, but 
each one adds to the complexity of the management of the job. 

And I don’t think anybody up here, including the oversight com- 
mittees, has taken the time to say what is the overall effect of each 
of these piling on of layers of work. And of course we see now that 
result. We’re looking at that result right now. We are looking at 
the result of a deteriorating system come about by the layering on 
of additional responsibilities. 

Stability of work force. You can’t give them 5,000 or 10,000 peo- 
ple today so you can score it for budgetary purposes, take it away 
next year and not have a deleterious effect. That is a negative, not 
a positive effect on the organization. You have geared up to hiring 
them, you’ve trained them, and then they are gone, and that’s just 
demoralizing. 

The cuts that come, when you say cut the Internal Revenue Serv- 
ice, well, you can’t cut producing returns, you can’t cut processing 
returns, you can’t cut depositing checks. Well, where does a cut 
come from? It comes from training. Well, that makes the work force 
less responsive. It comes from auditing, comes from collection, 
comes from answering telephones. I mean, somebody — the Commis- 
sioner and the staff have to decide what are we going to cut, and 
what you cut really is the most productive work you do. And so it 
is that you will see the deleterious effects when you have these 
kinds of cuts. 

I was lucky. We were living in different times, and I didn’t have 
to face many of those problems, although I did face some of them. 
There were some freezes and those kinds of things when I was 
there. 

One of the things just alluded to was the audit rate. The audit 
rate was something on the order of between 4 and 5 percent when 
I was Commissioner. The audit rate is presently they say between 
1.5 percent and 1.6 percent but really it’s less than 1 percent be- 
cause they have redefined what an audit is in order to get the 
numbers up. 

Well, you all drive as I drive out on the suburban highways. If 
we see a policeman once in a while, we tend to stay close to the 
speed limit. If we don’t ever see a traffic policeman, we all bear a 
little heavily on the accelerator. And so it is with taxpayers. I think 
everyone who has ever worked in this business knows that, and so 
the deteriorating audit rate is just not acceptable, I don’t think, in 
this kind of a system. 
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Now, I talked about the fact that we put in the computer system. 
We were lucky. The Congress didn’t know what we were doing; and 
by the time anybody looked at it, it worked. It took a long time. 

The system that I put in in the middle 1960’s was designed in 
1959, 1960 and 1961 by my predecessor. What happens is the Com- 
missioner puts in the program that’s designed by his or her prede- 
cessor and is responsible for planning for the programs that are 
going to be put in by the next one. 

One of the things that has attrited in the last 10 or 15 years and 
attrited seriously is the IRS planning staff. The IRS had a premier 
research and planning staff. And of course when you start cutting 
back on their resources, they start cutting back; and somebody 
says, that’s fat, well, it goes. And then goes your capability of pro- 
ducing the good plan, as Ms. Willis said, for your computer sys- 
tem — that computer system that was put in in the mid-1960’s was 
designed mostly in-house, although some out-house work, but most- 
ly in-house by a small group of 8 or 10 people. 

One of the problems we have, of course, is I lived in a period of 
can-do Government. Today, we have Government being dumped on. 
And one of the problems I see is you would never see a commercial 
company — General Motors’ chairman would never say, “we make 
lousy cars,” although a few years ago they did. He would say, “we 
make great cars. We’re going to make better ones if we all work 
together.” 

Unfortunately, we have had dumping on Government. Govern- 
ment is the source of every problem in the world. The Government 
has a lot of problems, but it also has a lot of solutions. And the 
revenue system, as I said in my paper, does produce more revenue 
at a lower cost than any system in the world and is a model for 
most of the rest of the world. It can be improved dramatically, but 
we have got to recognize that. 

Ms. Davis is right, the revenue service was not responsive to the 
enemies list. I represented a taxpayer who was audited under 
TCMP during Watergate. He was one of the top 10 persons on the 
enemies list. And there were no problems. He never had a serious 
problem. 

TCMP is an essential ingredient. Ms. Willis avoided answering 
your question, but there is no substitute at the moment. If there 
is no substitute, then we need a sample program. If nobody has got 
a better one, it would be a shame to let this one die; and as the 
data that is used to develop that program withers because of age, 
it becomes useless. 

The program actually is designed to help taxpayers, not to harm 
them. Because when we started TCMP, about 50 percent of indi- 
vidual audits resulted in no change. By the time we finished, I 
think last year I saw the data for it, it was about 15 or 16 percent 
no change. That is, the computer selected a return, it looked like 
it had an error, it didn’t. That’s a big change from 50 percent down 
to 15 percent. Without that kind of data, you are just by guess and 
by God; and when you go into individual selection techniques, it 
uses up the most important resource you’ve got, people. 

I am going to skip a lot of this, because you will I am sure read 
it, if you like. I will talk about a couple of the ideas that have been 
suggested. They are not new. 
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The idea of separating the IRS from Treasury has been sug- 
gested as long ago as 30, 35 years. I think it’s a bad idea. If I were 
Secretary of Treasury, I would find it abhorrent that the most im- 
portant revenue function of the Government does not report to me. 
That’s not to say that the Secretary of the Treasury ought to have 
much in terms of management control. The Commissioner is the 
equivalent of an Under Secretary and ought to be left alone and 
ought to be responsible for doing the job. But there are tax policy 
issues and there are monetary and fiscal issues involved in the cre- 
ation and the operation of a tax system, and the Secretary should 
have a voice in those, if need be. 

The idea of a board of directors doesn’t sit well with me; and, Mr. 
Chairman, you indicated that you want a manager for the Commis- 
sioner of IRS. Yes, you do. You want a good manager. But whether 
that manager is a CPA or a lawyer or a businessman is a hard 
question to answer. 

Because, as I say in the statement, I wrote speeches when I was 
a kid for the last Commissioner of Internal Revenue, who was a 
nontechnician. He happened to be a CPA, but he happened to be 
a manager. He knew nothing about the tax system. He was a non- 
technician. And he would come out congressional committees or he 
would go out and make a speech, and he would answer a question, 
and he would answer it logically. Well, the tax system isn’t nec- 
essarily logic. The tax system is what the Congress says it is. 

Then we would have to explain why he was wrong. Well, we 
would never admit he was wrong — why he was misquoted or simi- 
lar problems. If you have a nontechnician sitting here today and 
you ask him a technical question, he or she has got to have enough 
nerve to say, “I don’t know the answer to that question. Ms. Jones 
or Mr. Brown will answer it.” It is a little hard in this context. So 
you may get what you wish for in this world, and that’s kind of 
tough. 

I think that’s a pretty good summary. I’d say that, as I indicated 
to you, if you had a perfect tax plan right now, if you had a system 
that you thought was perfect in the Internal Revenue Service and 
you began to put it in today, it would take you 6 or 7 years to get 
it in. 

So don’t have an illusion that somebody is going to come up in 
the next 6 months with a magic bullet to make this thing work and 
work beautifully. It’s going to take a lot of people and a lot of 
money and a lot of planning. 

And one of the notes I handed Ms. Willis is she ducked your 
question. You asked her what kind of a system she would put in, 
and she doesn’t know. Well, they don’t know either. They ought to 
know, but they need enough money to think about it. And you want 
to hold them closely and make them produce the thing, but you 
have got to give them enough money to plan it. Because it isn’t 
going to produce itself; and nobody outside the Revenue Service, 
without the cooperation of the Revenue Service, can produce that 
plan, because nobody knows what they need to do except them- 
selves. 

Mr. Horn. We thank you very much for that statement. I am 
sure we’re going to be pursuing a number of questions with you. 

[The prepared statement of Mr. Cohen follows:] 
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Mr. Chaimian and Members of the Committee: 

I am Sheldon S. Cohen, a Partner in the Washington, D.C. office of Morgan, Lewis & 
Bockius LLP and a former Commissioner of the Internal Revenue Service (1965-1969). Thank 
you Mr. Chairman for inviting me here today to provide the Committee testimony on the history 
and background of sane of the present IRS administrative problems. I have provided the 
Committee my career resume for its information. I appear here today at your request and the 
request of the National Academy of Public Administrators of which I have been a member and 
officer for about 20 years. The views I express today are my own and not those of my law 
firm, any of its clients or of NAPA. 

For background, I am a CPA and a lawyer and graduated from law school in 1952. My 
first job was in the Treasury Department and the IRS in the fall of 1952 as a legislative and 
regulation draftsman. I worked at the IRS for about four years during which I helped draft the 
1954 Code and numerous regulations and legislation. Then I left for private practice and 
teaching in 1956. During my time in the government I saw the King and Kean hearings of the 
1950’s dealing with the corruption of the IRS which had existed prior to 1952. I also saw 
President Truman’s "Blue Ribbon” reform which took the IRS completely out of politics. I 
should tell you that in evaluatirg where you are today, you need to know where you have been. 
In the words of Oliver Wendell Holmes, "A page of history is worth a volume of logic." 
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Before 1952 every Collector of Revenue for each district was selected politically and 
confirmed by the Senate. The IRS had over 70 politically-approved executives. This was what 
made the old Bureau of Internal Revenue so susceptible to political fixing. As a result of the 
investigation and resulting reorganization, the Commissioner and Chief Counsel are the only 
political appointees and everyone else is chosen fltiough an excellent civil service merit system. 

When I came to the Revenue Service in 1952 the Internal Revenue Code was about 3/4ths 
of an inch thick, and income regulations were in a bound volume about 2 inch thick. Now, 45 
years later, the Code is in two volumes about 4-1/2 inches thick and the regulations are in six 
volumes about 9-1/2 inches thick. 

The exponential growth in the law- caused the growth in regulations. Regulations 
interpret new law. In the tax field regulations ordinarily do not make law; they explain it and 
make it operational. So the Congress must look to itself for the complication of the new law. 
Indeed, many of the changes were necessitated by changes in our dynamic economy. In order 
for a tax system to work it needs to conform to the economic system. Ours is a very dynamic 
economic system. 

The IRS from the mid 1950’s through the early !980’s was considered to be one of the 
very best administrative agencies in the government. One of its strong suits was its undoing. 
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It was so good at malting complex legislation adminis^ble," that the Congress was not inhibited 
and passed more and more of it. Then various administrative agencies heaped more and more 
administrative jobs on the IRS, thus overburdening the system. 

I have said before other oversight bodies up here; that any appropriation can be drafted 
as a tax law change. The Congress never hears a sad story without thinking of a tax law change 
to cure it. Each exception, while applying only to a narrow group, requires explanation and a 
place on the forms. Thus, while the exceptimi may only apply to a small number of taxpayers, 
everyone will have to work through the explanation since the IRS has no way of limiting the 
form to a set group of people. Change itself is complicated. If you would ask your brothers 
and sisters to leave the statute alone for two or three years it would simplify the law, because 
we would all learn to work with a stable law; a constantly changing law is hard to leant. After 
the last session of the 104th Congress, I had delivered to my desk 700+ pages of law and 
explanation; and that was a relatively slow year. 

Then you ask the IRS to collect college loans; you ask them to find wayward parents; 
you ask them to participate is in organized crime drives, ete. . etc. Each of these ideas may be 
good, or not, but they each have little to do with collecting taxes and do distract the IRS from 
its main mission. 


’ As an example, I use the old tax averaging statute. It was so complex that no one understood it- The IRS 
drafted a fonn which, while complex, led yon throng dw statute a step at a tiuK and as a result the law worked 
as intended. Although veiy few people understood it. 
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Stability of the work force is also of concern. You cannot increase the IRS by 5,000 in 
one year; and reduce it by a similar amount the next year and have it working well. You 
authorize more people and use that audiorization to score it for budget purposes; I do not see 
you reversing the scoring when you reduce personnel at the IRS. These ups and downs are very 
hard on morale; it is bad for program development, it disrupts training and thus is 
counterproductive. Another idea prevalent in WasWngton is that training is fat airi can be cut 
without harm. That is nonsense. Training is essential to keep the workforce shaip and ready 
to use new concepts and thus be mote productive. 

When you cut the IRS, the cut generally comes from muscle. The Service must prepare 
and distribute tax returns, it must process returns and deposit checks. Auditing, collection and 
servicing are really elective. How much of these very productive things are done is dependent 
on how much money you give the Service. Then the Congress sends mixed signals. Sometimes 
you say the IRS is too easy on deadbeats and must tighten up to bring in the collections. At 
other limes many of you say they are too tough and should be nice to all people, including 
deadbeats. You cannot have it both ways at once. The IRS cannot with a given budget answer 
every telephone call on the fiist ring, without giving up a great deal of auditing and collection 
activity. Wonderful service with less auditing and collection activity will not bring in the 
revenue you expect to collect. We need a balance. People react in the tax field in a manner 
similar to motorists on a super highway. If I go on 1-270 and do not see a police car, I will 
exceed the speed limit, or be tempted to do so. If I see a patrol car once in a while I will 
behave by driving more careful. So it is that we need auditing and collection activity to keep 
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the taxpayer in reasonable compliance. 

I was lucky; President Johnson appreciated the difficulty of collecting taxes and took a 
personal interest is in getting the IRS the needed funds while I was Commissioner. 

I was privileged to have jxit in the existing computer system. Unfortunately, die system 
I put in is the system still there. It is too old, too out of date to do the job today. Before I left 
in 1969 I left a plan called "The System For the 70’s" which was designed to be installed in 
1975 or so. You all will remember that was the post-Wateigate period; and the Congress would 
not appropriate funds to do the necessary Job. Again, a new system was designed for the IRS 
in 1980’s and again it was not put in. 

So we have 1%9 technology in 1997. We are all to blame; not Just the IRS. It is hard 
to move from one generation of equipment to the next; it is almost impossible to move and leap 
from over three or four generations. 

When we installed the present system is in the 1960’s, we ran the paper system parallel 
for the first year. We moved 20.000 plus people from 68 district offices to 7 service centers. 
I was lucky it worked; or at least it worked by the time Congress took a look at it. 

I had continuity of staff. In the four years I was Commissioner: January 1965- January 
1969, there were 15 top executives is in the IRS: 1 Deputy Commissioner, 7 Assistant 
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Commissionere and 7 R^ional Commissiorers. My Deputy became the Deputy Director of 
OEO and I moved up an Assistant Commissioner to Deputy and only one field official retired. 
Thus, there were only two changes in my top executives in four years. Today they have a 50 
percent turnover in executives every two to three years. This turnover is partly because of 
Government salaries; we had salary comparability in the 60’s. Government salaries were close 
to the comparable outside salaries. Also, today we have a negative attitude towards 
government. It was "can do" in the 60’s. We seem to have the attitude today that Government 
is in the way; so we treat it badly. We also do not discriminate between core government, like 
the IRS, and other government agencies. I go to developing countries for the U.N. ami lecture 
them that there is no real sovereignty until you can finance yourself, so we need a working tax 
system. The last year the U.S. had a balanced budget was the last year I was in office. 

We seem to beat up on the government worker, then expect good service. That is not 
going to happen. The Chairman of the Board of General Motors would never say: "We make 
bad cars." He would say: "We make great cars and we would make them better if we all 
worked together. "Yet some people in this town seem to love to beat on the Government worker 
as the cause of every problem. They do this for both the Republican and Democratic 
Administrations without concern as to the effect on the work force. Let me assure you. it has 
an effect on the work force, for the worst, not the best. 

The IRS survived the Watergate period because of its integrity and good management 
system. In fact, the unacknowledged hero of the Watergate period was the career bureaucracy. 
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The President was wounded and did not function domestically for a couple of years, and yet the 
government functioned. Yes, Nixon’s White House had an enemies list, but the Secretary of 
the Treasury and the Commissioner of IRS ignored it, so that no evil came from this most evil 
concept. In fact, I can state that I represented one of those in the top 10 on the "enemies" list 
and he came up for a TCMP audit during that time. I asked an old friend, an Assistant 
Commissioner of IRS about this oddity; he assured me and 1 believe him that it was a computer 
selection. In fact, the audit resulted in diminimus adjustments. I could have raised political 
issues in public, but I did not believe that was warranted, and my client concurred. 

The Congress seems to be having a difficult time with TCMP (Taxpayer Compliance 
Measurement Program). I think it would help if you understand that the system was designed 
to help taxpayers, not harm them. When I installed the computer system in the 1960’s we came 
to understand that we needed a better method of selecting returns for audit. We audited about 
two million individual returns then (between 4-1/2 percent and 5 percent of all individual tax 
returns were audited), but about 40 percent to 50 percent of those audits resulted in no change. 
We were then using selection techniques which required a great deal of time from the IRS’ best 
personnel, and yet one-half of those selected were not productive. So we set off to devise a 
computer selection method to improve our selection. In order to do that we devised three or 
four different formulas and picked samples to audit under each technique. The cost of this 
experiment was hundreds of millions of dollars of opportunity costs in 1966 dollars. I was 
extremely concerned as to whether the Appropriations Committee would allow me to do that. 
They did, we used outside mathematical experts and a terrific in-house team. The experiment 
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resulted in the DIF formula which has been used since the mid-60’s; updated every three to five 
years by new TCMP data. The system only works with good-recent tax data. 

As a result of TCMP the no-change rate went down to less than 20 percent and the yield 
per audit hour went up dramatically. Thus, we improved compliance and audited the people 
who deserved it or needed it. We did not audit people who would result in "no change. " 

Recently the Congress has refused to renew the TCMP program. Perhaps the IRS was 
asking for too great an expansion of TCMP, but it was foolish, in my opinion, to jettison this 
most useful program. There is no TCMP data after 1988. The formula is now out of date, and 
audit results will deteriorate accordingly. Thus, the Appropriations Committee took action last 
year which it viewed as helping taxpayers, but which seriously harms the tax system and most 
taxpayers. 

I mentioned earlier that I have represented a taxpayer who was subject to a TCMP audit. 
It is not fun, but it is not oppressive and it saves the majority of people time and money. We 
must have data from which we make management judgments. You cannot withhold the data, 
and then complain about the management results. 

In the 1960’s the IRS had what was called a performance budget. The Hoover 
Commission had recommended all of the government should function under such budgets. Thus, 

I gave the Congress my plan, they appropriated the money, then 1 had to perform as I said I 
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would. If I reprogrammed money, I repotted that to the Appropriations Committee and we 
could discuss this. Now the budget comes in various segments and line items and so these are 
straightjackets to good administration. Yon cannot easily reorient money to needs which come 
up later in the year. Congress seems to feet that this line item approval gives them more 
control, and it may. However, it violates all good management concepts which require a 
reasonable degree of flexibility to meet changing situations. 

I have been involved in assisting other nations in development of good tax systems, bo* 
policy and administration. In the 1960’s I was on the organization committee which started 
CIAT (the Inter-American Center of Tax Administration) under the Alliance for Progress. It 
was realized by both Presidents Kennedy and Johnson that in order to revitalize the Latin 
American governments, an important element was a sound tax system. Thus, I had over 20 
teams working in Latin America and elsewhere in the world to bring tax policy and 
administration to a modem level. I always say *at the first indication of sovereignty is the 
ability to finance your govenuneit. So good tax administration is critical. CIAT has now been 
in existence for over 30 years and is the premier tax administration organization in the tvorld. 
The United Nations Development Program and IMF and other organizations have now been 
using similar organizations to help improve tax administration all over the world. I have 
consulted with the U.N. and other international organizations to assist in these programs. While 
yon hear much dismay about our tax system lately, we ate still the model for much of t!ie world. 
1 was in Gaza and the West Bank for the U.N. advising the Palestinian Authority on its tax 
administration. They ate using many of our techniques which they learned via the use of them 
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by the Israelis. I have also been in Africa, again sponsored by the U.N. In addition, 1 have 
been to Asia and have talked with many of those working in eastern Europe. 

Many years ago I entertained a delegation of members of Parliament from the UK; they 
came tore to study our self-assessment system. The British system, while good, is terribly 
inefficient. When I was Commissioner, they had a work force almost as big as ours, while their 
population was only one-third of rairs. That 1960’s smdy team recommended the British go to 
our type of self-assessment system. Mrs. Margaret Thatcher, then a backbencher, was a part 
of the team. With typical British efficiency, they moved slowly, it is only recently that they are 
really moving toward our system. Thus, while we hear much criticism of the IRS, nevertheless, 
the IRS is still about the best administrative tax agency in the world. I don’t mean to say it 
could not be improved, and could not be better. It can, but we must understand the real 
situation and not deal with imaginary problems. 

There are several related ideas being discussed: an independent IRS; a Board of 
Directors; a non-technical Commissioner — (a pure manager). I will try to deal with each of 
these ideas separately, but they are all interrelated. 

People have from time to time over the yearn suggested the IRS ought to be an 
independent agency, not part of the Treasury. In my time, I opposed that idea as simplistic. 
The IRS is about 2/3rds of the Treasury Department in terms of people. The tax collection 
function is critical to running our government, indeed any government. It would be hard to not 
understand a government which has a tax system that is not a part of the Treasury. This is a 
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true in ail of the developed countries of which I am aware. When tax policy issues arise, they 
have administrative and technical issues, but, of course, they also affect policy issues (monetary 
and fiscal) that are the essence of being Secretaiy of the Treasury. I do not believe the IRS 
should be independent of the Treasury. 

On the other hand, the Commissioner’s rank is equal to an Undersecretary (Grade III, 
Presidential rank) and he/she should be and is treated as such. Thus, the Commissioner answers 
only to the Secretary and Deputy Secretary, and not through an Undersecretary or Assistant 
Secretary as in the other constituencies of the Treasury. In fact, the Secretary usually has only 
a light hand in dealing with the IRS and it does act virtually as an Independent agency. I would 
hope that this would continue. No Secretaiy, or Deputy Secretary should even be involved in 
deciding cases or getting into the nitty-gritty of the IRS. To my knowledge each Secretary in 
modem times has pledged not to get involved in this. 

I don’t believe a Board of Directors is helpful or necessary for the IRS. We need a 
responsible Commissioner who will do a first rate job in administering our tax laws. We should 
hold the Commissioner responsible for a first rate job, if he or she fails, we should get a new 
one. There is a Board of Directors; it is the Congress. The IRS is not a corporation without 
a charter, it has a charter and it is the Internal Revenue Code, in which the Congress directs 
what it wishes done. 
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Agencies run by multi-member Boards haVe different rules about public disclosure and 
public meetings. What the IRS does is not something you want debated by a group with the 
press in the back of the room. Such a session would be invasion of privacy, or a license to 
commit tax fraud. If you tel! me publicly what your plans are, you ate also teilii^ every tax 
evader, tax shelter operation, or cheat how to avoid detection. I think (hat if you really think 
about good administration, you would stick pretty close to what you have now; it is pretty much 
the world model. 

There is also discussion of what type of Commissioner we want after Commissioner 
Richardson leaves at the end of the month. Some say we do not want a practicing lawyer or 
accountant as we have generally had in the past. They say we need only a good manager. I 
agree, and I disagree. There is much to be said on both sides of the issue. I wrote speeches 
for a Commissioner who was a non-technician. T. Coleman Andrews came to the IRS in 1953 
from a CPA firm and the GAO, but he had no tax background. I used to write speeches for 
him. Often my boss would call me in to ask me how I could let the Commissioner make this 
or that statement in one of those ^teeches or in answer to a question asked in public. I would 
show them my draft which did not have the erroneous language. Commissioner Andrews would 
answer the question before public groups and Congress based on logic, hut not always in accord 
with the Internal Revenue Code. Yes, a good manager could run the IRS, after all it is a large 
factory and a manager can run a factory, but he needs to test the product every once in a while 
or otherwise it will be like a Soviet factory which puts out a product which is no good aiul no 
one wants. Also is he/she would have to be disciplined enough to say: "I don’t know" when 
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asked a key question before a Committee such as this one. I doubt you would tolerate that very 
long. 


I cat tell you how I did it. From my background you can see I have a business 
administration and accounting degree, as well as a law degree. My father was in a small 
business and I worked in his business from die time I was 14 or 15 through law school. I was 
the partner-in-charge of finance, etc. at Arnold, Fortas and Porter. When I became 
Commissioner (after a year as Chief Counsel, where I hope I was effective as an administrator); 
the first thing I did was to have a seminar for me and my top staff put on by a professor of 
business from the Harvard Business School. He put on a seminar for the 16 or 17 of us over 
a 4-day period; 14 hours a day. We understood each other at the end of that session and we 
could go out and feel comfortable with each other. Then 1 had two super deputies. One, Bert 
Harding served me one year and was selected by the President as Deputy Director of OEO (a 
Presidential appointment). He won the Rockefeller Award as the outstanding career official in 
government. Bert was followed by Bill Smith, who had worked with Bert as Assistant 
Commissioner for planning^and had been on the team which designed the computer system; Bill 
also won a Rockefeller Award a few years later. Both Bert and Bill were excellent 
administrators; they were not great technicians, but they had experience with the tax law. I told 
both of them that they had charge of all appointments below Assistant District Director, and on 
most administrative matters, while I dealt with all executive appointments and some 
administrative matters, as well as all technical issues. We spent 30 to 45 minutes each morning 
dividing up the work for the day, and visited also at the end of the day: 6:30 - 7:00 p.m. to 
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review what happened so we each knew what the other knew. When one of us was out of town, 
the other covered. I made it a rule never to be out of O.C. more than 3-4 days a month. If you 
are in an airplane, someone else is Commissioner. Thus, I hope I did a good job, some people 
say so, and in retrospect, we put in the computer system, we put in centralis filing, we moved 
over 20,000 people to do all this, with no layoffs, we closed down four or five Districts and one 
Region, and it all worked. Yet, I consider myself a tax technician and I practiced tax law all 
my life and taught it for 25 years. In spite of all that, we had a balanced budget in my last year 
as Commissioner. 

So I would say pick a technician with a flair for and like of administration. If you don’t 
find someone like that, then pick a good manager. But if you do that you will have to fill in all 
around him/her with top rate technicians and make a system to coordinate everything. This is 
easier said than done. You pay your money and you take your choice. 

There have been some people who want a super majority for tax increases. Some people 
have suggested that in order to keep the Congress from raising taxes we should require a super 
majority, like 60 percent or even 2/3ids. However, they then worry a little and put in an 
exception or two. For example, they say that when the country is at war a majority vote would 
do. This is passing strange in a democracy that we would allow a minority to control the fate 
of the country or that we would have the confidence that the Congress could enact a law which 
is so perfect that it needs no changes. 
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Let me hypothesize a situation which arises fairly often. Congress enacts a provision 
which it estimates would raise X but after six months it is clear they made a mistake and it only 
raise 1/2X. Now to raise the tax we need a 60 percent vote (or in a new proposal 2/3rds); so 
the 40 percent controls (or l/3rd); is this the type of democracy we want?^ 

I could be cute and suggest that this is a perfect analogy to the movie many of you may 
recall: "The Mouse That Roared. " You will recall the small, broke Duchy declares war on the 
U.S. so it can lose and then get something like the Marshall Plan. Here I would suggest we 
declare war on Grenada (as we once did). Declaring war only neals a majority vote. Then at 
war we can raise taxes with only a majority vote. You and I know I am being silly; but I hear 
grown men and women making statements not too dissimilar to those I have made here. 

Thus, I would strongly recommend such super majority ideas are not constructive. There 
are means of accomplishing a political end; they are not constructive means of improving the 
governance of the U.S. 

1 guess my bottom line is that the tax administration system is good, not as good as it 
ought to be. but nevertheless good. It needs to be better. Particularly in the TSM. we need a 
new computer system. After all, the old system is now over 30 years old. What can be done 
by computers today was impossible when we put in our system. Do not believe there is a magic 
bullet. If you had the perfect plan today (and you don’t) it would take 6-7 years or more to 

^ I understand the House adopted a rule in the 104th Congress which required a 60 percent vote to increase 
taxes. That rule has been in effect for several years and has been waived six times. 
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implement the plan. We are all too impatient; we want instant satisfaction. We need patience, 
goodwill, concern, and lots of money and good people to cure this problem. Each 
Commissioner in my experience implements the plan started by his/her predecessor, and 
hopefully leaves good plans which can be implemented by his/her successor. In a large agency 
like the IRS, four or five years in an instant. You need a longer perspective. 
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Mr. Horn. The last witness on this particular panel is Robert 
Tobias, president of the National Treasury Employees Union. Mr. 
Tobias. 

Mr. Tobias. Good morning, Mr. Chairman. Thank you very much 
for allowing me to testify. 

As all of us in this room know, the IRS has been bashed and bat- 
tered by some Members of Congress, by the press and the public. 
Now, some of that criticism is justified. But much of the criticism 
ignores the IRS successes, and there are many. 

IRS collected $1.36 trillion in revenues in fiscal year 1996. It is 
projected to collect $1.47 trillion in fiscal 1997 and projects it will 
collect $1.57 trillion in fiscal year 1998. In addition, in fiscal year 
1996 IRS collected $38 billion through its enforcement efforts, rev- 
enue voluntarily paid and revenue from enforcement actions head- 
ed up through fiscal year 1996. 

And in response to some of the questions Congressman Sununu 
raised, the IRS knows why those enforcement dollars are up. They 
are up because of the compliance initiative that was initiated by 
Congress in 1995, which allowed for more people to be involved in 
collecting taxes and in auditing taxes. The audit rate went up from 
1.02 percent to 1.6 percent. And the number of people actively en- 
gaged in reducing the accounts receivable led to collecting in the 
first year of the compliance effort $800 million, notwithstanding 
the fact that the IRS promised $300 million in the first. Now, Con- 
gress killed that initiative in 1996, and I believe you are going to 
see a reduction in the enforcement revenue as a result. 

Now, in contrast, the cost of collecting revenue is headed down. 
In fiscal year 1997, the cost to collect $100 of revenue — excuse me, 
in 1992, was 60 cents, 50 cents in 1997 and it’s projected to be 47 
cents in 1998, or an 18 percent drop in 4 years. Most democracies 
spend $1.25 to $1.70 per $100 of revenue collected. No tax collec- 
tion agency anywhere comes close, much less matches the IRS cost 
per dollar of revenue raised. 

While costs are declining, work is increasing. More returns are 
processed, more refunds distributed and more telephone calls an- 
swered. In the 1996 filing season, the IRS answered only 9 million 
calls of the 42.3 million made. Using roughly the same period, Jan- 
uary 1 through February 24, 1997, the IRS answered 11.3 million 
calls or 2.3 million more of the 21.6 million calls attempted. 

It’s also important to note that fewer calls are being made this 
year, primarily because of IRS attempts to reduce unnecessary no- 
tices which, in turn, stimulate telephone calls. More revenue, more 
work performed and decreased costs should be the basis for at least 
mild applause from those who would evaluate the Internal Revenue 
Service based on a comparison to the private sector. 

Despite these successes, the conflicting pressures imposed by 
Congress, the administration and the Federal deficit threaten to 
exert too costly a burden to the IRS and, in turn, the compliant 
taxpayer. Left unresolved, these pressures will result in lower lev- 
els of compliance, greater costs per unit of revenues collected and 
an erosion of the public confidence in the fairness of our tax admin- 
istration system. As such, the Congress and the administration 
must immediately forge a new consensus on the mission of the In- 
ternal Revenue Service. 
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I believe that the IRS must make it a priority to provide the tax- 
payers who already comply or those who are seeking to comply 
with the services they need. At the same time, the IRS must in- 
crease enforcement activity upon the noncompliant to restore the 
confidence of the already compliant taxpayers in the system. The 
noncompliant have the right to be treated with respect, but the 
compliant taxpayers have a right to expect the IRS to enforce the 
law against the noncompliant. The compliant have a right not to 
expect to subsidize the noncompliant taxpayers in this country. 

Now, the IRS management’s proposed field reduction in force is 
a prime example of its moving away from its obligation to provide 
customer services to compliant taxpayers. The RIF plan will reduce 
customer service to those trying to comply, reduce net revenues 
and cause several hundred low-paid, mostly female employees to 
lose their jobs. 

As the subcommittee is aware, the IRS scrapped the plans jointly 
developed to implement the field reorganization. The regional and 
IRS field offices had approved these carefully drafted plans but 
unilaterally rejected them and directed that a RIF of 2,371 employ- 
ees would occur and 1,312 employees would be hired doing the 
same work in new locations. 

The IRS continues to assert that the proposed RIF “has not and 
will not adversely impact service to taxpayers.” I emphatically dis- 
agree with that. From May 1996, to April 14, 1997, the IRS failed 
to complete a plan to perform work with 1,059 fewer employees; 
and no new working processes has been created; and no new tech- 
nology has been introduced. There is no question that taxpayers 
will have less service under the plan the IRS is proposing to imple- 
ment. 

The IRS has no data and no plan to refute the logical inference 
that 1,012 new inexperienced employees cannot provide the same 
level of customer service as 2,371 experienced employees. There 
can be no question that taxpayers, compliant taxpayers and those 
seeking to be compliant, will not receive the service they need and 
deserve; and the IRS cannot absorb the downsizing by detailing ex- 
perienced employees or creating dual-position descriptions to solve 
the problem. 

As was pointed out, the Internal Revenue Service has lost some 
10,000 employees over the last 2 years. I identify in my testimony 
the specific kinds of actions that taxpayers will suffer as a result 
of this: delays in the release of tax liens; increased interest costs 
to taxpayers from delays in processing liens; late case closure, re- 
sulting in an increased notice of unwarranted notices of defi- 
ciencies; increased errors by inexperienced replacements; reduced 
problem resolution service; reduced taxpayer education programs to 
help targeted groups; reduced information systems personnel to 
maintain computer and telephone systems; and fewer individuals 
to help taxpayers interested in electronic filing. 

And to bring this home, Mr. Chairman, consider what would hap- 
pen to those who cannot get timely assistance from the IRS. Your 
constituent may be an elderly and infirmed widow who has just 
discovered she has a tax lien to her house. She needs to sell her 
home to move into a nursing home. Her health is failing rapidly. 
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She promptly satisfies the lien, but she cannot complete the sale 
until the IRS clears the lien. 

Instead of clearing the lien in 3 days, as is the current practice, 
there are IRS locations today where 30 days will pass before her 
lien is released. Her buyer will lose patience. The sale will fall 
through. She will, without doubt, be damaged. 

While this story is fictional, it illustrates what will happen to 
countless real people, real taxpayers. Each person affected could 
needlessly suffer personal hardship and monetary damages result- 
ing directly from the failure of the IRS to provide prompt and accu- 
rate customer service. 

Mr. Chairman, NTEU fully supported the IRS announcement 
that it would reduce the number of districts from 63 to 33 and the 
number of regions from 7 to 4. However, we cannot support the 
proposed RIF of these employees. NTEU urges Congress to prevent 
the IRS current proposed method of implementing its reorganiza- 
tion plan. 

If the ultimate goal of the field reorganization, as stated in the 
IRS congressional testimony presented on March 18, 1997, is to en- 
sure, “that salary dollars can be spent instead on front-line oper- 
ations,” NTEU asserts that Congress should transfer the $97 mil- 
lion in fiscal year fiscal 1997 appropriations, which will not be 
spent as planned on information services’ downsizing and several 
tax systems modernization programs that have been canceled, and 
use that money to provide more front-line compliance and customer 
service positions. 

In addition. Congress could get the IRS back on the right track 
and enhance confidence in the tax system by restoring funding for 
more rigorous compliance activity. While wage earners are 95 per- 
cent compliant and 75 percent of taxpayers take a standard deduc- 
tion, the latest calculation in 1992 of the compliance gap showed 
$129 billion in taxes went unpaid, $22 billion more than the Fed- 
eral deficit of $107 billion last year. 

Congress conducted an experiment in 1995 which proved the IRS 
could reduce the noncompliant population and increase revenue for 
deficit reduction. The IRS geared up, hired and trained people. The 
IRS promised, as I mentioned, $300 million in marginal revenues 
and produced $833 million in marginal revenue. Congress with- 
drew its support for the initiative to save money for other purposes, 
and the administration has since not renewed its funding request. 

NTEU believes it is penny wise and pound foolish to forgo the 
added revenues which can be collected through investment in com- 
pliance activity. Congress could use the added revenue to further 
realize customers’ objectives and reduce the Federal deficit. 

Last, NTEU believes that Congress must consider alternative 
funding mechanisms to provide the IRS with adequate and stable 
funding resources. Current budget rules do not provide sufficient 
reliability to allow the IRS to function at its most efficient state. 

For example, when Congress decided to end the 1995 compliance 
initiative, the budget rules scored the $400 million cut in salaries 
and expenses as a savings and ignored the $9 billion in revenue 
that the initiative would have brought in over the next 5 years. 
These rules presumably are intended to conserve our resources, yet 



109 


our common sense tells us they do just the opposite. NTEU urges 
Congress to rethink these rules as they apply to the IRS. 

Thank you again, Chairman Horn, for the opportunity to express 
NTEU’s views on the management issues confronting the IRS 
today. I will he very happy to answer any questions you might 
have. 

Mr. Cohen. Mr. Horn, if I may 

Mr. Horn. I thank you very much for your testimony. 

[The prepared statement of Mr. Tobias follows:] 
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Chairman Horn, Ranking Member MaJoney and Members of the Subcommittee, my name is 
Robert M. Tobias, and I am the National President of the National Treasury Employees Union 
(NTEU). On behalf of the men and women who collect the revenue for the federal government, I 
would like to thank you for this opportunity to present our Union’s views on current management 
issues confronting the Internal Revenue Service. 

It is obvious to ail here today that the Internal Revenue Service (IRS) faces significant criticism. 
Many problems do exist for which the agency itself is responsible. However, many criticisms of 
the IRS and its employees are unfounded or overstated for political purposes unrelated to tax 
administration. 

i believe it is important to recognize that many problems people have with the tax administration 
policies of the IRS cannot be resolved if the debate remains mired in political controversies 
surrounding tax policy. Fortunately, key Members of Congress as well now recognize that the 
scorn some have for our tax policy ought not be injected into the debate reganling the ongoing 
restructuring of the IRS. As Ways and Means Chairman Archer clearly articulated in a recent 
hearing on the IRS budget, “. . . as long as we have an income tax, we must have an IRS that has 
the resources and the tools to perform the mission it has been given by Congress. That means the 
IRS must receive adequate funding.” 
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Before I move onto the problems in the IRS I believe should be addressed, I would note that the 
IRS is performing quite well in some areas. IRS collected $I .36 trillion in revenues in Fiscal 
Year 1996; $1.47 trillion in FY 97; and projects it will collect $1.57 trillion in FY 98. In Fiscal 
Year 1992, the cost to collect $100 of revenue was 60 cents, 54 cents inFY 96, 50 cents in FY 97 
and in FY 98, the cost should drop to 47 cents. Most democracies spend $1.25 to $1.70 per $100 
of revenue collected. No tax collection agency anywhere comes close, much less matches the 
IRS cost per dollar of revenue raised. 

The IRS has made significant improvements in telephone accessibility as well. In the 1996 filing 
season, the IRS answered only nine million calls of the 42.3 million attempted (2 1 .3 percent). 
Using roughly the same period, January 1 through February 24, 1 997, the IRS answered 11.3 
million calls of the 2 1 .6 million calls attempted (52.3 percent). 

NTEU also applauds IRS efforts to increase electronic processing. As of March 7, 1997, the . 
number of electronic filings by telephone and computer had increased by 24 percent over the 
prior year. As of March 2 1 , 1 997, the IRS had received more than 1 2. 1 million standard 
electronic returns. The IRS estimates that 19.2 million Americans will file electronically in 
1998, up ftom 1 1.8 million taxpayers in 1995. Thus, significant cost savings from this promising 
alternative should be possible. 
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Despite these successes, the conflicting pressures imposed by Congress, the Administwtion and 
the federal deficit threaten to exert too costly a burden upon the IRS, and in turn, the compliant 
taxpayer. Left unresolved, these pressures will result in lower levels of compliance, greater costs 
per unit of revenues collected and a further erosion in public confidence in the Mtness of our tax 
administration system. As such, the Congress and the Administration must immediately forge a 
new consensus on the mission of the IRS. 

I believe that the IRS must make it a priority to provide the taxpayers who already comply and 
those who are attempting to comply with the services they need. At the same time, the IRS must 
increase enforcement activity upon the noncompliant to restore the confidence of the already 
compliant taxpayers in the system. The noncompliant have the tight to be tieated with respect, 
but the compliant taxpayers have a right to expect the IRS to aiforce the law against the 
noncompliant. The compliant have a right not to expect to subsidize the noncompliant. 

The IRS management’s proposed field reduction in force is a prime example of its moving away 
from its obligation to provide customer services to compliant taxpayers. The RIF plan will 
reduce customer services to those trying to comply, reduce net revenues and cause several 
hundred low paid, mostly female employees to lose their jobs. 

As the Subcommittee is aware, the IRS scrapped the plans jointly developed by IRS and NTEU 
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to implement the field reorganization. The regional and IRS headquarters offices had approved 
these carefeUy crafted plans. However, the IRS unilaterally renounced the joiafly created plans 
in May of last year and announced that the support -work currently performed in the 
non-continuing districts would be performed in the headquarters offices of the continuing 
districts. The IRS dictated that it would RIF 2,371 employees in non-continuing positions and 
rehire 1 ,3 1 2 new employees doing the same work in continuing districts. 

The IRS continues to assert that the RIF “has not and will not adversely impact service to 
taxpayers.” I emphatically disagree. From May 1996 to April 14, 1997, the IRS failed to create 
a plan to perform its work with 1059 fewer employe&s. No new work processes have been 
created and no new technology has been introduced. 


The IRS has no data and no plan to refute the logical inference that 1312 new, inexperienced 
employees cannot provide the same level of customer service as 2371 experienced employees. 
There can be no question that taxpayers — compliant taxpayers and those seeking to be compliant 
— will not receive the service they need and deserve. 

And the IRS cannot absorb this downsizing by detailing experienced employees or creating dual 
position descriptions to solve its problem. 
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The post-RlF proposed IRS FTE level this year will drop to 102,000 from 1 12,000 in FY 95. In 
FY 1992, the IRS FTE was 1 16,000, roughly 12 percent above the proposed FY 1998 level. 
There are no available employees to fill the gap between what taxpayers need and what the IRS 
will provide if it is allowed to proceed. 

The RIF will result in delays in the release of tax-liens; increased interest costs to taxpayers from 
delays in processing liens; late case closure resulting in an increase in unwarranted notices of 
deficiencies; increased errors by inexperienced replacements (with fewer experienced staff to 
correct these errors); reduced problem resolution service capacity and productivity given 
insufficient experience levels; reduced taxpayer education programs to help targeted grorrps, 
including small business owners; reduced information system.s personnel to maintain computer 
and telephone systems, and fewer individuals to help taxpayers interested in electronic filing. 

Consider what could happen to these \*o cannot get timely assistance from the IRS. Your 
constituent may be an elderly and infirm widow who has just discovered she has a tax lien on her 
house. She needs to sell her home to move into a musing home - her health is failing rapidly. 
She promptly satisfies the lien, but she cannot complete tire sale until the IRS clears the lien. 
Instead of clearing the lien in three days as is the current practice, there are IRS locations today 
where thirty days will pass before her lien will be released. Her buyer will lose patience - the 
sale will fall through. She will be damaged. 
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What will happen to the hardworking small businessperson who seeks in good faith to appeal a 
tax ruling involving a substantial sum of money? This constituent is among the majority of 
business filers who dutifully file and pay on time year after year. He disagrees and wants to 
appeal, but the persons who issue the “bill” will be RIF’d. While he waits, his interest costs 
accumulate as his outstanding liability remains unresolved. In addition, he cannot expand his 
business, hire any new employees or attend to the financial needs of his family given the delay. 
He will be damaged. 

While these stories are fictional, both illustrate what will happen to countless real people, real 
taxpayers. Each person affected could needlessly suffer personal hardship and monetary 
damages resulting directly from the failure of the IRS to provide prompt and accurate customer 
service. 

Mr. Chairman, NTEU fully supported the 1994 IRS announcement that it would reduce the 
number of district offices from 63 to 33 and the number of regions from seven to four. After the 
1 994 announcement, IRS and NTEU worked hard and developed transition plans that fully 
carried out the announced vision of the reorganization. NTEU remains committed to the 
reorganization of IRS, but caimot support the IRS method of implementation - a proposed field 
reduction in force of 2371 field employees. 
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Mr. Chairman, our opposition to the IRS-proposed RIF also stems from our concern for those 
IRS employees who will lose their jobs. NTEU believes most are women and/or minorities. 
NTEU has requested this data from the IRS on several occasions, but the IRS has not produced 
it. Our anecdotal evidence suggests that nearly 80 percent of the IRS employees affected by the 
RIF are women and/or minorities. 

NTEU urges Congress to prevent the IRS’ current proposed method of implementing its 
reorganization plan. If the ultimate goal of the field reorganization as stated in the IRS 
Congressional testimony presented on March 1 8, 1 997, is to ensure “that salary dollars can be 
spent instead on front line operations, ” NTEU asserts that Congress should transfer the $97 
million in FY 1997 appropriations which will not be spent as planned on Information Services 
downsizing and Tax Systems Modernization to provide more front line compliance and customer 
service positions. 

NTEU specifically requests that the $61 million intended for a proposed information services 
reduction in force and $36 million intended for computer modernization be shifted to cover the 
costs of hiring front line compliance and customer service personnel. This would meet the IRS’s 
goals, allow for the retention of experienced personnel and permit a new IRS Commissioner to 


be involved in any major reorganization decisions. 
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In addition. Congress could get the IRS back on the right track and enhance confidence in the tax 
system by restoring funding for more vigorous compliance activities. While wage earners are 95 
percent compliant and 75 percent of taxpayers take a standard deduction, the latest calculation in 
1992 of the compliance showed $129 billion in taxes went unpaid - $22 billion more than 
the federal deficit of $107 billion last year. 

Congress conducted an experiment in 1995 which proved the IRS could reduce the noncompliant 
population and increase revenue for deficit reduction. As you will recall. Congress promised 
$2.2 billion in funding over five years and the IRS promised a marginal increase in revenue 
collected of $9,4 billion. The $2.2 billion was to fiind 5,000 additional positions for five years. 

The IRS geared up, hired and trained people. The IRS promised only $300 million in marginal 
revenue in the first year because of hiring or trainii^. These new employees collected not $300 
million, but $833 million in marginal dollare. In other words, IRS employees nearly tripled _ 
projected revenues in the first year of this special compliance initiative. While some dispute 
exists over the amount returned, no one disputes that the 1 995 initiative returned far more than 
the amount invested. Nor can anyone dispute that had the initiative continued, the return would 
have been between 400 and 1000 percent. 

Congress withdrew its support for the initiative to save money for other purposes and the 
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Administration has since not renewed its fiinding request. NTEU believes that it is penny wise 
and pound foolish to forgo the added revenues which can be collected through investment in 
compliance activity. Congress could use these added revenues to further realize customer service 
objectives and reduce the federal deficit. 

Lastly, NTEU believes that Congress must consider alternative funding mechanisms to provide 
the IRS with adequate and stable funding resources. This is also something that the National 
•Commissioo on the Restructuring of the Internal Revenue Service is looking at. Current budget 
rules do not provide sufficient reliability to allow the IRS to function at its most efficient state. 
For example, when the Congress decided to end the 1995 compliance initiative, the budget rules 
scored the $400 million cut in salaries and expenses as a savings and ignored the $9 billion in 
revenue that initiative would have brought in over the next five years. These rules presumably 
are intended to conserve fiscal resources, yet our common sense tells us they do just the opposite. 
NTEU urges Congress to rethink these rules as they apply to the IRS. 

Thank you again, Chairman Horn, for this opportunity to express our Union’s views on the 
management issues confronting the IRS today. This concludes my testimony. I would happy to 
answer any questions you may have for me. 
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Mr. Cohen. I left one thing out. Ms. Davis mentioned 6103; and 
I need to tell the committee, 6103 was amended in 1976 at the re- 
quest of the Senate Government Operations Committee. 

Mr. Horn. Do you want to translate 6103? 

Mr. Cohen. 6103 is the privacy section of the Code. It requires 
confidentiality. And the Administrative Conference of the United 
States was requested to make a study. The chairman of the Admin- 
istrative Conference at that time was Nino Scalia — excuse me, 
Antonin Scalia, the Supreme Court Justice; and I was the co-chair. 
So it was done for a valid purpose. It may not have been done 
right, since one can argue about public policy, but it was done care- 
fully by a careful committee. 

Mr. Horn. Let me make another translation for those who read 
this transcript. We heard a lot about the TCMP. What it translates 
to in day-to-day English is the Taxpayer Compliant Measurement 
Program, in case anyone is wondering about that. 

I now yield 5 minutes to Mr. Davis, the gentleman from Virginia. 

Mr. Davis of Virginia. Thank you very much. 

Mr. Tobias, what is the morale like among the rank and file? 
There has been a lot of bashing against the IRS. Has it filtered 
down to the employee level and — with the planned RTFs? Could you 
give us a reading on that? 

Mr. Tobias. The morale of the Internal Revenue Service em- 
ployee is very low, certainly in connection with the planned RIF 
and certainly in connection the bashing they have taken over the 
last 2 years primarily; and that translates not only into problems 
in the workplace, but also I think a lack of respect by taxpayers 
toward the IRS and the legitimate actions that IRS takes. I mean, 
all too often, the Internal Revenue Service employees are blamed 
for the laws that you all create. 

Mr. Davis of Virginia. That’s so often the case. 

I was interested in your comments on the RIF. The IRS thinks 
that it won’t adversely impact services, taxpayers. You obviously 
take a different view on this. Do any of you have any evidence that 
women and minorities aren’t going to be disproportionately treat- 
ed? 

Mr. Tobias. We have been trying to get that information from 
the IRS since May of last year, and we still haven’t been able to 
get the information. The anecdotal evidence is, yes, they will be ad- 
versely impacted and perhaps illegally so. But the kinds of jobs 
that are adversely impacted are, primarily, based on the anecdotal 
evidence and my travels around the country, are women and mi- 
norities. 

Mr. Davis of Virginia. Anybody else on the panel have anything 
about that? 

Let me ask, why do you think that walking into a local office and 
making a local telephone call is preferable to calling a 1-800 num- 
ber? Is it more productive, do you think, in terms of customer satis- 
faction or comfort in terms of the calling up? Any studies on this? 

Mr. Tobias. Certainly, the Internal Revenue Service can’t supply 
enough people in every office to satisfy walk-ins, and a 1-800 num- 
ber is critically important. But it’s also critically important to have 
someone in a location to release a lien, or to answer a question, or 
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take a check when someone does walk in an office. So both are nec- 
essary. One can’t be advanced to the exclusion of the other. 

The Internal Revenue Service has attempted to characterize this 
dispute in terms of taxpayer service, traditional 1-800 taxpayer 
service. I believe the issue is whether or not customer service, serv- 
ice to taxpayers in general, will decline with this proposed RIF. 
And I don’t think there’s any question, there can be no doubt that 
this will occur. 

Senator Kerrey did some hearings out in Nebraska just last week 
where practitioners, IRS employees and the public all came and 
testified that they were not receiving the service that they had re- 
ceived 3 months, 6 months, 9 months ago. And I think you will find 
that to be true across the country. 

Mr. Davis of Virginia. You talked at length about the release 
of liens and the widow who may need to release a lien and how dif- 
ficult that may become. We heard from a witness in a prior hearing 
that the IRS didn’t do a very good job of working on taxpayer liens 
anyway. Do you have a different impression or are you saying if 
it didn’t before it’s going to be worse under this? 

Mr. Tobias. It’s going to be worse. It’s going to be worse in those 
districts, in those noncontinuing districts, the districts who have 
been identified as noncontinuing districts. There used to be 63, now 
there are 33. There are 30 noncontinuing districts, and in those 
districts, there will be problems. 

Mr. Davis of Virginia. OK. Thank you very much. 

Ms. Davis, let me ask you. In your opinion, if the IRS contracted 
out for a new state-of-the-art computerized information system 
with bells and whistles such as access and other security controls, 
had it installed and saw it was working perfectly, would that mean 
that Congress, GAO, the Treasury, the IG and all the other IRS 
stakeholders could rely on the IRS information from then on? 
Would the current staff be capable of taking it from there and run- 
ning with it? 

Ms. Davis. I’m not sure I understand the question. 

Mr. Davis of Virginia. If you had a system that was up and 
working perfectly, could we then rely on the IRS information from 
then on or are there other inherent problems? 

Ms. Davis. Well, it’s a hard theoretical question to answer. I 
guess one thing, as far as contracting out a computer system — I 
know this isn’t really what your question is getting at — I don’t 
think the confidentiality flags that get waved in the air every time 
something is talked about getting contracted out are really a severe 
problem to be concerned about. So you could potentially even con- 
tract out the entire computer system as well as the operation of the 
computer system, and that may be where the best answer lies. 

I think that if the IRS had a completely wonderful new computer 
system placed in its hands — I think the vast majority of IRS em- 
ployees who are out there across the country in the field offices 
running the computer systems, processing the tax returns are 
doing the best job they possibly can. I think that would be fine. 

As I said in my statement, I really believe that already every 
problem that the IRS is saddled with today emanates from the 
headquarters of the IRS, from the executives. So I think if you put 
a new computer system in the hands of the IRS employee around 
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the country, I think you might very well have a much smoother 
running system. 

Mr. Davis of Virginia. That’s a very good endorsement. I am 
sure Mr. Tobias would agree the problems here aren’t generated 
from the rank and file employee. 

Mr. Tobias. They are not. 

Mr. Davis of Virginia. Mr. Cohen, any observations on that? 

Mr. Cohen. That’s a little too simplistic. If you had a perfect 
computer system — and you wouldn’t ever have it, because the mo- 
ment it’s perfect, it’s out of date as soon as you put it in. So you 
can’t stop. You can’t stop planning for tomorrow because you have 
got — things are going right today, because that’s a recipe for dis- 
aster. 

We’re entitled to a fair trial in the United States. We’re not enti- 
tled to a perfect trial. We are entitled to a fair tax system, not a 
perfect tax system. And so we have got a very good one. 

We have got a lot of defects. There has been some managerial 
fall-down, not to the extent Ms. Davis says, and so you can’t design 
this system with the thought that this is the last time you are 
going to design a system. That’s the problem. We designed the sys- 
tem 30 years ago, which was a fine system. It is not a fine system 
today. 

Mr. Davis of Virginia. Thank you, my time is up. I appreciate 
that. 

Mr. Horn. Thank you. Five minutes to the ranking Democrat, 
Mrs. Maloney of New York. 

Mrs. Maloney. Thank you. Mr. Cohen, you indicated in your tes- 
timony, the changing laws. Tax Code laws, are a problem. What do 
you suggest we do about it? 

Do you suggest we have a 2-year moratorium on changes in the 
Tax Code? 

Mr. Cohen. I do that, really, as a joke. I think the Congress is 
like every other body in the United States. It needs an internal dis- 
cipline also. You need an internal discipline here, and you need 
someone who is going to say — well, I will give you an illustration. 

I used to say for the Assistant Secretary for Tax Policy — he was 
a close friend, a premiere tax attorney in the United States, a pro- 
fessor — I said, Stanley, you understand it; I almost understand it. 
How in the world do I explain it to the rest of the people? Someone 
here has to say the same thing; that this is a good rule. It may be 
better than the existing rule, but it is — for example, the alternative 
minimum tax is a rule that was enacted up here. Now, it seems 
to be the current kicking boy. Everybody is kicking the alternative 
minimum taxes being the most complex rule in the Internal Rev- 
enue Code. 

What was it designed to do? It was designed to help a Congress 
avoid facing limitations on individual deductions, which, when put 
together, gave some taxpayers unusually large deductions, and, 
therefore, they paid no tax. So, instead of addressing the problem 
directly, as it should have. Congress said let’s take this pill. This 
pill is called the alternative minimum tax, and that tax has been 
in here since 1968 or 1969, and you diddled with it, but after you 
diddled with it, you made it worse, not better. 
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Mrs. Maloney. What do you suggest we do about it? Do you sug- 
gest that possibly we informally have a collaboration with IRS pro- 
fessionals on what the consequences of certain tax changes have in 
the implementation? 

Mr. Cohen. It is a nice idea, I kind of like that. 

Mrs. Maloney. It is a serious suggestion that you have on the 
constantly shifting tax policy, which is problematic not only for the 
IRS, but certainly for the American businesses, and certainly the 
trade of the world that we are involved in, and the constant — ^you 
know, we now have a certain budget cycle. Maybe we should have 
a tax cycle of 2 years so that people have a chance to sort of under- 
stand the ramifications, and that you are not constantly going into 
situations, which you pointed out, the IRS goes into. 

One day they have a certain set of employees, the next day they 
have a certain set of employees. It is hard to plan and implement. 
With all the cutbacks, maybe we should have the same type of 
planning restrictions not only on personnel in the job, but also on 
changes of policy, so that the business community, the trade com- 
munity and the IRS professionals themselves could catch up with 
it. 

And, also, I want to very quickly throw in another question with 
response to your testimony. You mentioned, we train them, we 
spend time with them and then they leave. Why are they leaving? 
You were talking about the personnel. 

Mr. Cohen. Let me answer in the order that you asked them. 
The chairman of the Ways and Means Committee many years ago 
was a fellow by the name of Wilbur Mills, who was a Harvard Law 
School graduate and a first grade technician. And he had an inter- 
est in the technical aspects of the tax law. 

Most Congress people don’t have that. They, you know, they are 
interested in the policy, but they are not interested in technical as- 
pects. Somebody here has to ask the question once in a while, what 
does this do to the tax law? 

Wilbur had a plan at one time. It was never implemented be- 
cause he couldn’t get anybody to go along with it. He would divide 
the Code into sections and he would study over a period of 4 to 5 
to 6 years. Each year he would study different elements and try to 
improve them. 

Now, that would take up the full power of the Ways and Means 
Committee and it wouldn’t be able to do all the other things it 
does, but at the end of a 4 or 5-year period, you would have a much 
better law. That is why it never got done, because it would have 
diverted them from doing the little diddles that help each one of 
the Members of Congress do what they would like to do. 

One of the things I have suggested, and I have heard other peo- 
ple suggest on occasion, is each time somebody suggests an im- 
provement or change in the Internal Revenue Code, they be re- 
quired to submit to you how that be reflected on a tax return be- 
cause that would be very telling. Where is the space on the return? 
What would the instructions look like? 

Mrs. Maloney. Also, Mr. Cohen, you could add to that thought 
having the IRS comment on how they would implement it. 

Mr. Cohen. You don’t ever ask them. Again, I used to be a staff 
person, so I drafted legislation, and it was rare to come up here. 
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Now, Mr. Mills would invite me in private. I would come in and 
tell him what I thought, hut it would be rare that I testified in pub- 
lic hearings because I wasn’t invited. Policy wasn’t my bag, so I 
mean, it can be done because Mr. Mills used to do it, but both of 
those ideas withheld. 

Now, why do people leave? Government is unattractive now. 
When I was Commissioner, and it didn’t have anything to do with 
me being Commissioner, President Johnson passed a Comparability 
Act and Government salaries were within about 85 percent of going 
rate in the area. The work was good, so good people came and they 
enjoyed it. 

As I indicated to you, I had the 15 top people on my staff and 
only 2 of those people changed in a 5-year period of time. You got 
a 50 percent turnover in less than that right now. That is because 
the pay isn’t up to snuff and because they get beat around the head 
fairly often. 

Mrs. Maloney. Well, as you know, our Nation was founded on 
a tax revolt, and certainly no one wants a meddlesome “Big Broth- 
er” approach in our taxes, but we should at least demand, from an 
important Government agency, that they be competent and effi- 
cient. They should certainly be as competent and efficient as Amer- 
ican Express, or Citicorp. Yet, by all accounts, they are not. 

Mr. Cohen. Citicorp picks its clients. The IRS doesn’t pick its cli- 
ents. 

Mrs. Maloney. Well, that is true. But, certainly, the manage- 
ment, not just the clients, the management 

Mr. Cohen. See, the client is involuntarily dealing. If I go to the 
bank to borrow money or to have a credit card arrangement, it is 
benefiting me. If I go to the IRS to pay them taxes, it is hurting 
me. The definition of a tax is that it’s an enforced exaction of a 
State. That is the definition of a tax. 

Mrs. Maloney. Yet by all accounts, the GAO reports, repeatedly, 
your testimony and others, there has been, shall we say, not espe- 
cially efficient or consistent management, or effective management 
at the IRS, and I would like to come back to your testimony. I am 
out of time, he is telling me. 

Mr. Horn. I thank the gentlelady from New York. The gen- 
tleman from New Hampshire, Mr. Sununu. 

Mr. Sununu. Thank you. 

Mr. Tobias, we have all read by now a number of accounts about 
information systems, numbers in the computers, what has been 
spent and how effective it has been. But my perspective is that 
while a computer is a good information system and is important, 
technology is a poor substitute for good people and good training. 

But having said that, I would like to hear your perspective on 
what opportunity there is to improve the tools and equipment that 
is in the hands of the people on the front lines? What kind of 
changes or modifications and opportunity for improvement is there, 
that certainly the members of your employment group would like 
to see, as we go about trying to repair and amend some of the tech- 
nology implementation plans that we have. 

Mr. Tobias. I would start at the most basic tool and that is the 
human resource tool. The amount of dollars spent on basic training 
and advanced training of the IRS, I believe, was cut $21 million 
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from — in 1996. So continuing education was not part of the 1996 
IRS effort because Congress cut funds and training was cut. So I 
think basic training is critically important. 

For the customer service representative Congresswoman Maloney 
was speaking of just a moment ago, they need the tool to be able 
to have the return come up on their screen so that they can provide 
an instantaneous response to the question that the taxpayer asks, 
and the tax system’s modernization effort was to provide that kind 
of information, to integrate the data bases so that questions could 
be answered and adjustments made at the time the first telephone 
call was made. 

Those kinds of tools, to customer service representatives, would, 
in my view, significantly enhance the credibility of the IRS and 
provide the information compliant taxpayers need to remain com- 
pliant. 

Mr. SUNUNU. Where, in your mind, have the shortcomings been, 
though, in trying to implement the modernization programs? I 
mean, there have been clearly shortcomings, clearly failures, and 
I don’t know if it is a question of setting expectations that are too 
high with regard to what technology can do, or failure at the man- 
agement level or failure in not being inclusive enough in taking 
into consideration people at the customer service level and design 
of the systems. Where, in your mind, has the failure been? 

Mr. Tobias. I think the IRS bit off more than it could chew. I 
think that the IRS recognized that the technologies of the sixties 
and seventies wasn’t going to be good enough for the technology of 
the nineties. It had tried, like private sector corporations, on sev- 
eral occasions, to introduce new technology. 

It would get up to the brink of implementation. Congress pulled 
the plug on the funding, and so there came to be a consensus that 
the IRS had to have new technology and the IRS’, I believe, men- 
tality was we have to go for broke because we don’t know how long 
this funding will last. 

There was no idea of stable funding, so I believe the IRS tried 
to do too much. It did not integrate the 23 separate programs. And 
the several millions of dollars, hundreds of millions of dollars it 
was projected to spend, it didn’t have infrastructure. It didn’t have 
architecture, and as a result, it was not managed properly. 

Mr. SUNUNU. Mr. Cohen, maintaining the line of inquiry on tech- 
nology, you talked about the system desired in 1960, 1961, and 
then put into place when you were Commissioner. To what extent 
is that venerable computer system still utilized in the activity 
today? 

Mr. Cohen. Unfortunately, much of it is still utilized. Some of 
the hardware has changed, but, basically, the basic thrust of the 
program is the same in technology, of course. We had no random 
access. If we wanted to find Sheldon Cohen’s tax return, we had 
to go through a roll of tape and run it until it got to my Social Se- 
curity number and it would stop and produce my information. But 
no random access. 

I mean, my little personal computer has more random access 
than their big computer down at Marksberg. We put in three IBM 
360’s and 370’s, which were state-of-the-art in the mid 1960’s, abso- 
lutely top line. I doubt if Congress would have let us do it if they 
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had known what we were doing. We were going for broke because 
we knew we had one shot to put it in there. 

And Mr. Tobias is absolutely right. You have this instant gratifi- 
cation mentality. This is a long program, as I say, if you knew 
what you wanted. I talked to Mr. Gross. We had lunch a few weeks 
ago, and if you had a program today that was as good as you could 
get, close to perfect, you were talking about 6 or 7 years to put it 
in, and you are talking about 2 or 3 years at least to design it, so 
you are talking about a 7 or 8-year program. Life was simpler then. 
It was designed in 1959. We began installation in 1964 or 1965, so, 
you know, the machines were simpler, the context was simpler. 

And, by the way, the first thing we had to learn, then, was that 
we had to have our paper system working as good as it could pos- 
sibly work before we went into computers. You can’t leapfrog. So 
you need to take the present system and make it work as perfectly 
as you can make it and move into the new system. You can’t leap- 
frog, and they are trying to leapfrog two or three generations. That 
is awfully hard. 

Mr. SUNUNU. Thank you. Thank you, Mr. Chairman. 

Mr. Horn. Thank you very much, Mr. Sununu. Let me pursue 
a few questions with each of you. 

Mr. Cohen, I noticed in your remarks that citizens are entitled 
to a fair trial. You are a lawyer by background. A lot of citizens 
and a lot of Members of Congress say if that is true, why don’t we 
switch the burden of proof to the client, the taxpayer, and away 
from the IRS, right? Right now the IRS does not have to prove its 
case. The taxpayer has to prove the case. Why hasn’t that changed? 

Mr. Cohen. Because you would make the IRS more intrusive if 
you did. If you think about the system as it exists, we are dealing 
in the civil system, not a criminal system. In a criminal system, the 
IRS has the burden of proof. The plaintiff in a civil trial, he is pro- 
posing the idea, he has the burden of proof Why, because he has 
all the information. If I have to prove my medical deductions, I 
have them. I have all the doctor bills. I have all my checks, I can 
do it. The IRS doesn’t have it. 

All they can say is we don’t see from your return that your med- 
ical deductions look right, please show them to us. That is why I 
have the burden of proof, so it is with business records or anything 
else. If we want to make audits more intrusive, then the IRS will 
have to demand all the records. They will become much more intru- 
sive. They will be less productive, but everybody forgets that I have 
the tax records, they are in my possession. I ought to produce them 
if I am making an assertion. There are problems that come up 
around the edges. 

I am not saying there aren’t taxpayers who don’t feel abused, and 
a few of them are right, but the question is, which of those tech- 
niques will burden more of the taxpayers, and clearly the burden 
of proof on the Government will burden more taxpayers because 
the Government is then in a position of saying produce all your 
records. You will have to subpoena them or summon them or use 
some technique to make you bring them in, in order to see if they 
have a case or not. 

Mr. Horn. Mr. Tobias, do you have any comment on that ques- 
tion? 
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Mr. Tobias. Only that we have a voluntary tax system. People 
say what it is they owe and what deductions they are going to 
claim, and I would just mirror what Mr. Cohen said. If I am a tax- 
payer, I have the information, and, therefore, I should have the 
burden, in a voluntary tax system, of showing why I owe $10 in- 
stead of $20. 

Mr. Horn. Ms. Davis, do you have any comment on this part, 
based on your review of IRS? 

Ms. Davis. Just very quickly, I wasn’t involved in personal au- 
dits, but I had conversations with IRS employees. Believe it or not, 
many of them talk to me openly. One of the things a recently re- 
tired IRS executive pointed out to me was that he believed that the 
IRS approaches virtually every taxpayer as though they are cheat- 
ing on their taxes, you know, if they can cheat, they will, or if they 
can scam, they will. They are going to go into an audit situation 
with that kind of negative attitude, rather than approaching tax- 
payers as though they are doing everything they can to comply 
with this outrageously complex system we have all been saddled 
with. 

So I think it is probably more of an attitude question than any- 
thing, and if you change, even that cultural perspective on the part 
of the IRS, I suppose you could even accomplish what you want to 
accomplish by changing the burden of proof, by changing the way 
in which taxpayers are approached on the initial instance by the 
IRS, that we are trying to comply. I filed my tax return as a self- 
employed person for the first time this year, and I have never seen 
such a mind-boggling mess of paperwork in contrast to the simple 
returns I used to have. 

Mr. Horn. I did suggest about 3 or 4 years ago when I first came 
here that we ought to pass a resolution in the Congress. We all as 
Members have to sit on the floor of the House on April 15, no tax 
attorneys, no tax accountants with us and we have to fill out our 
own form. I suspect there would be great reform that followed that 
immediately, but we have now turned it over for $750 or $1,000 to 
an accountant and we don’t worry. We just sign and then you 
worry and hope it’s right. But let me ask you, Mr. Tobias. You are 
familiar with the Debt Collection Act we authored last year? 

Mr. Tobias. Yes, I am. 

Mr. Horn. Elements of that are now before the special sub- 
committee of Ways and Means. As to apply in that act, to IRS, it 
is the only part of the Federal Government that it’s not been ap- 
plied to, because we have the interest of Ways and Means, which 
I certainly can thoroughly understand, who have jurisdiction over 
that. 

On the other hand, we have lost a year. Now, does the union that 
you were president of have any feelings on that legislation one way 
or the other? 

Mr. Tobias. I believe, Mr. Chairman, that contracting out the 
collection of taxes to the private sector is unwise for a number of 
reasons. First and foremost, I believe the IRS employees can and 
do and will be proven that they collect dollars owed, faster, better, 
and cheaper than the private sector, and that the answer to reduc- 
ing the accounts receivable inventory is to provide the IRS the re- 
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sources they need to collect more taxes, not contract it out to the 
private sector. 

I believe collecting taxes is an inherent governmental function, 
not to be contracted out. Second, I think there are issues of privacy 
about providing information to the private sector. As you were 
speaking this morning, those who are involved in this experiment 
receive only a name and the amount owed, but what the IRS is 
finding is that these people can’t find taxpayers any easier than 
the IRS can, and that in some substantial number of cases, the 
amount owed is disputed, which means they have to hand it back 
to the IRS to close the case, or to do a part pay agreement. So I 
think there is inherent inefficiency, and I believe, based on that 
1995 tax compliance initiative, the IRS proved it could collect 
money if it were given resources. I don’t think the private sector 
is the answer in this case. 

Mr. Horn. When you have 100,000 plus employees and you let 
the debts run up to $100 billion plus, why can’t 100,000 employees 
be so organized that they reduce that debt? That is a scandal of 
the IRS, to let $100 billion accumulate in lost revenue. 

Mr. Tobias. I think perhaps it is a scandal for the IRS, but I 
think Congress shares some of that responsibility. When the IRS 
proves that with more resources, it can decrease those accounts re- 
ceivable and then Congress says, sorry, I am not going to fund it 
in 1996. Even though you are successful in 1995, I think Congress 
bears some of that responsibility. And it is easy to say, well, there 
are 100,000 people and why can’t they collect the money, but those 
100,000 people are also processing 200 million returns, issuing, I 
don’t know, I think it is $190 billion in tax refunds. So they are 
not all in fault in accounts receivable. If the IRS had 5,000 more 
people focused on that issue, it could maybe produce more. 

Mr. Horn. Well, I am willing to give the first 30 days, but if they 
can’t produce, I think it ought to be turned over to somebody who 
can produce. 

Mr. Tobias. I will take that 30 days with the resources and 
whatever test you want to create. I think we will beat whoever is 
at the starting line. 

Mr. Horn. I think the fact is, with 100,000 people, and I don’t 
blame you, I blame management for not organizing themselves so 
they can make that 30-day call. They haven’t been making the 30- 
day calls and pretty soon, people forget, as I said earlier, that it’s 
a debt. They think, gee, it is a grant, it is my money, they have 
forgotten me. 

Mr. Tobias. One of the problems the IRS had to decide just this 
year was, well, we don’t have enough money to do audits of small 
businesses, and so — and at the same time, increase the level of ac- 
cess for compliant taxpayers, so we are going to move people who 
otherwise do audits to answering telephones. 

Well, as a result, my prediction is, there is going to be less rev- 
enue in fiscal year 1997 than projected. There will be more happy 
compliant taxpayers, who everyone speculates, but no one can 
prove will pay more taxes because they know what it is they owe 
and will pay that money. But in the meantime, I project that there 
will be a hearing next year about why the IRS has less enforce- 
ment revenue in 1997 than they did in 1996 and when the answer 
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is, well, we answered more phones. Congress won’t be satisfied 
with that. 

Mr. Horn. Well, no one is talking about moving trained auditors. 
What we are talking about is training people who are not auditors 
to followup on the results of the audit. 

Mrs. Maloney, 5 minutes. 

Mrs. Maloney. Thank you very much. Following up on your 
questions, Mr. Chairman, I would like Mr. Tobias to get back to the 
committee and write a projected pilot project that we could put 
forth with IRS employees, where they are given the resources to 
get off the phones, to do the collections, what resources would you 
need, and I would like it to be a pilot project that we could possibly 
compare to the pilot project we are having now with contracting 
out to private sources. I don’t want to use my time with your expla- 
nation. I would like to get it back in writing and we will look at 

it. We have a strong working relationship together productively. 

I would like to ask a question of Mr. Cohen that follows up on 
the exchange of what we just heard about confidentiality. Mr. 
Tobias raised a concern, and one that I share, on confidentiality. 
I truly believe that tax collection is one of the most sensitive and 
important jobs of Government, and it has to be done fairly and 
well, or the trust between people and their Government will not be 
there, and I am very concerned about confidentiality, not only with- 
in the IRS on individual tax returns, but I am very troubled about 
the idea of contracting out to private firms and on the confiden- 
tiality situation. 

Also what troubles me, what if a private firm acts in a way that 
is irresponsible? Then that reflects back on Government and may 
undermine the confidence that people have in their Government. 
And as a followup on it, you talked about section 6103, which you 
helped write, and, again, I would like to request that possibly you 
may get your comments back to me in writing of any changes that 
you think should take place in section 6103 to protect confiden- 
tiality of American citizens, while helping Government be more ef- 
ficient and effective in doing their job. 

Mr. Cohen. One of the problems that was discussed earlier in 
the hearing was the browsing. Now, in the early sixties before we 
had the computer system, because everything was on paper, so if 
you locked the cage, only people who had authorization to go look 
for returns could look for returns. Now, that is not to say there 
wasn’t browsing. 

If Sheldon Cohen’s return was next to President Clinton’s re- 
turn — it doesn’t happen to be — it happens to be filed in the Com- 
missioners office, but they could look at the returns, but it was 
much more difficult. However, with a computer, it is easier, and 
that is a problem that is going to exist every day of every year, no 
matter what your rules are. 

You have to impose strong management controls and you do have 
to enforce them. You do have to make people suffer when they 
break those rules because they shouldn’t be rummaging through re- 
turns. They will, and then you will have to discipline them again. 
The more people that have access, the more difficult it will be, so 
if you introduce private contractors to this, it will be, and it will 
be more difficult. 



129 


You will also find the private contractor does work that is at con- 
flict with the Government work, so they will have to build fire 
walls, but they won’t build fire walls. Someone, somewhere on a 
private contract will use the information he got from the IRS infor- 
mation to help his boss do something else and then there will be 
a scandal, and then the IRS will be blamed for leakage of the infor- 
mation from one side of the collection system to the other side, it 
will happen. I mean, that is why erasers are on the end of pencils, 
because errors do occur. So you do need to know, no matter how 
careful you are, errors will occur. You have to build a system that 
corrects as many of them as possible. 

Mrs. Maloney. I would like all the panelists to either comment 
or get back to me in writing. I am particularly interested in your 
comments, Mr. Cohen, with your experience as a tax lawyer and 
your former experience in Government, on Friday, 20/20 ran a spe- 
cial on United States citizens evading their taxes, and 20/20 infil- 
trated a tax seminar in Cancun, Mexico, that taught 300 individ- 
uals, American citizens, on how to set up, “personal sham banks” 
offshore. The banks only need to have a mailing address, since 
international banks do not have to pay taxes in the United States. 
These citizens could possibly evade billions in taxes. 

What could we do to the IRS code or to Government laws to 
make sure that this does not take place? It obviously is taking 
place, and they ran an entire special of it, I have a film on it. I 
would be glad to get it to any of you, and then I have one other 
brief question and my time is almost up. 

Mr. Cohen. My comments on the banks, I get this literature all 
the time in my office, do this, do that, your clients will avoid this 
or that, and what I do is I send them to Mr. Dolan. I take them 
and stick them in another envelope and write Mr. Dolan on a 
memo and say turn this over to the appropriate people. 

There are lots of silly, illegal ideas out there. It is a free country. 
You can say any screwy thing you want to say. Unfortunately, 
some people fall into these patterns and I am sure the IRS can tell 
you what techniques they design and they do design, they clip the 
newspapers, they watch the television, they pick up the stories and 
set up programs to try to pick them up. Now, most of the time it 
works, but not always. 

Mrs. Maloney. Any other comment? Over the weekend. Speaker 
Gingrich stated that he felt that Americans that have overdue 
taxes, that they should be given a 1-year amnesty to pay up with- 
out penalties, and he says it’s an idea that would bring in billions 
of dollars in extra revenue, and I would like to ask the panelists 
if they would like to comment on the idea. Do you believe it would 
bring in extra revenue, and do you think it would work? 

Mr. Tobias. I am not so sure that it would work. I think there 
has been some success with tax amnesty efforts in State govern- 
ments, but it was primarily related to States where there wasn’t 
real active tax enforcement. 

At the Federal level, there is no question that there has been 
knowledge and enforcement, so the idea that somebody could go 
years without paying and then suddenly be relieved of all of that 
liability, and be relieved of all of that liability through a tax am- 
nesty period, I think would punish those who have tried to be com- 
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pliant over the years, and force them, once again, to subsidize the 
noncompliant. I don’t think it is a good idea. 

Mr. Cohen. The worst thing that could happen to you is you 
would be successful, and the reason I say that is you would then 
be tempted to do it a second time and then you would ruin the 
whole tax system. It would absolutely ruin your discipline, so I go 
along with Mr. Tobias’ comments. That is, in any State where it 
has had any degree of success, it has been associated with a mark- 
edly increased enforcement effort. They announced we are going to 
do it today, and as of tomorrow, we are going to have this new and 
impressive enforcement effort. You have a reasonably good enforce- 
ment effort in the United States right now. 

Also, Congress is cutting the IRS’ budget. Is the IRS going to get 
a 10 percent increase next year because they are going to have an 
increased effort? No. So you don’t have any credibility on that side. 
And you have more downside than upside. You stay home — as my 
grandmother used to say, “when in doubt, stay home.” 

Mr. Horn. Thank you very much. I just have two questions to 
round out the panel. I might ask on the last question, that it seems 
to work with overdue books at libraries, and it sounds a little — 
your remarks, Mr. Cohen, and I think you might be right about 
that, much like the amnesty for illegal immigrants, and it doesn’t 
solve the problem. 

I have one question for Ms. Davis, which is, you have heard a 
lot this morning. The GAO, your colleagues on this panel, is there 
anything you would like to say based on your experience, being 
from on the inside of the IRS? 

Ms. Davis. I think it is a reiteration of what I said in my testi- 
mony. I think if we are going to bring any significant change, we 
have to forget this broken record of GAO reports, congressional 
hearings, the litany, on and on and on of bringing out this broad 
array of significant problems with the IRS, and actually begin to 
take significant action. 

One of the things that I did, as the historian for the IRS, was 
I looked at a long view of GAO reports. I didn’t just look at last 
year’s GAO reports, the most recent, even the last 5 years, but I 
looked at a 20-year span. 

One of the first projects I took on that was squelched by IRS 
management very quickly when they learned what I was planning 
to do was to do an overview of the history of how the IRS imple- 
mented its initial computer system Mr. Cohen had spoken of back 
in the early 1960’s, and its plans to modernize that system over the 
history of the years. 

One of the things I also did, in addition to pulling every GAO re- 
port that had been written over this 20 to 25-year span, was I tried 
to collect all IRS internal audit reports because that function of the 
IRS, which is supposed to evaluate internal progress for their own 
programs, has done report after report about the modernization 
program also. 

The first problem I encountered was when I asked for this broad 
range of internal audit reports of a 20-year span, they looked at me 
like I was crazy. This was early in my tenure of the IRS when I 
realized they had no systematic way to keep the reports. We went 
all around the country with a request, and we managed to come 
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up with 60 percent of the audit reports. But the point being, when 
I reviewed those 20 years of internal audit reports by the IRS; and 
20 years of GAO audit reports, the same problems were repeated 
over and over and over again, so we are facing another 20 years 
of more GAO reports, more hearings, more internal audit reports 
without any significant change, unless someone in Congress gets 
serious about really getting to the heart of this issue. 

Mr. Horn. Well, we thank you. 

That leads to my next question. Besides getting serious by some 
in Congress, I think we have enough that want to be serious this 
time. A Dear Colleague letter from our colleague from northern 
Virginia, Frank Wolf, talks about his legislation, H.R. 1224. And 
this is a question I want to direct to Mr. Cohen and Mr. Tobias, 
it will just summarize what it’s about. 

H.R. 1224 does two important things. First, it establishes a set 
6-year term for the Commissioner, thereby providing an important 
degree of independence from the President. Second, it establishes 
a new objective selection process for the Commissioner. Prior to the 
expiration of the Commissioner’s term or when a vacancy occurs, 
a special election is considered to elect potential candidates. The 
commission then submits to the President a slate of qualified can- 
didates, and the President selects the nominee from that slate. 

H.R. 1224 insures that strong, qualified candidates are selected 
for IRS Commissioner, further insures the Commissioner is af- 
forded necessary insulation and distance from an attempt to make 
the IRS a tool for the party in power at the White House. 

I believe that legislation is greatly needed to ensure integrity and 
objectivity of the IRS. How do you feel about that, Mr. Cohen? 

Mr. Cohen. I do spell out a little bit of my views for the Commis- 
sioners in my written statement, but I haven’t addressed all of 
these issues. 

There is no involuntary servitude in the United States. That was 
abolished in the 13th and 14th amendments. I see all the commis- 
sions around town with 4-year terms, 5-year terms, 15-year terms, 
whatever they happen to be. I rarely see anybody serve that period 
of time. 

I mean, I served over 4 years as Commissioner of the IRS, a few 
years as chief counsel, 5 years in the one agency. That is a long 
time. The reports, as I have seen them, say about 2, 2 V 2 years is 
probably more normal. I think that more years is important. It was 
important for me, because I could get something done. It was im- 
portant for the agency, because it had some continuity. 

Mr. Horn. Mr. Cohen, I might remind you, we have a 10-year 
tenure for the Director of the Federal Bureau of Investigations. 

Mr. Cohen. And no one has ever served it. 

Mr. Horn. There is hope they will. 

Mr. Cohen. I will bet you $5 that will not happen. 

Mr. Horn. We also have the Comptroller General of the United 
States, and I think you will agree most Comptroller Generals, un- 
less they have died in office, have served out that term. 

Mr. Cohen. You have only had two serve under that term, and 
I have served on the advisory committee for both of them. And the 
Comptroller General is in a completely different spot because the 
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Comptroller General is a quasi-legislative employee. He really is a 
legislative employee. He is not an executive branch employee. 

I am not a constitutional scholar, so I won’t regale you now with 
the constitutional problem of having the chief revenue official of 
the United States, who is part of the executive branch of the 
United States, chosen without regard to the President of the 
United States. I don’t want to get into that right now because that 
is a long discussion. 

Mr. Horn. Mr. Wolf provides that that nominee would come from 
the President of the United States, but there would be a list of very 
qualified people, and for those of us 

Mr. Cohen. Can he send the list back and say I want more? 

Mr. Horn. Well, he perhaps can. But if you are saying let us get 
some people in there that know something about management and 
are not simply tax technicians, with all due respect to all the fine 
people that have been Commissioners, the fact is, that agency of 
over 100,000 people needs somebody like a Jim Webb. 

Mr. Cohen. I knew him very well. 

Mr. Horn. Administrator of NASA. 

Mr. Cohen. And he was chosen by the President of the United 
States. 

Mr. Horn. Fine. But we have had numerous Presidents not 
choose somebody that could run an agency. We have a long list of 
them. And the failures of the agency I would blame partly on the 
fact we don’t have a management structure and somebody that 
knows how to run a large organization. 

Mr. Cohen. I am not going to differ with that assessment. As I 
have said in my testimony, the IRS is like running a large spa- 
ghetti factory. It is more important that the person run the spa- 
ghetti factory have management know-how than it is that he or she 
know how to make spaghetti. On the other hand, they better know 
how to taste spaghetti. Otherwise, they are going to produce some- 
thing like a Soviet factory that will put out a blah product that no- 
body will ever eat. 

So you can’t make this a little narrow point, because there is a 
whole variety of talent that is needed. And I am not sure, it may 
be your selection technique will produce the only two people that 
are introduced — that have those kinds of terms. 

The FBI Director has those terms, although he is chosen by the 
President. He is not chosen by slate. The GAO has it where the 
Congress sends a panel of names, but that is because it is an offi- 
cer of the Congress that is being chosen, not an officer of the execu- 
tive department. 

Mr. Horn. And we are not talking about officers of Congress in 
this. 

Mr. Cohen. This is an officer of the executive department that 
is nominated by people who are not of the executive department. 
I should say, I am a lawyer, but I am not a constitutional lawyer. 
I will leave that to your friends on the Judiciary to argue out. I 
wouldn’t want to be selected under such a technique. 

If a Commissioner of the IRS doesn’t have sufficient internal — 
intestinal fortitude — my statement used to be, people would ask 
me, and I said, if you don’t threaten to resign at least twice a year 
over an important issue, you oughtn’t be in the job. 
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There are times you say, no, I will not do that. I did that to the 
Secretary. I did that to the President. I didn’t do it very often. If 
you do it too often, you wouldn’t be there either. But if you are 
going to have independence, you are going to have independence. 
If you are not, this technique is not going to help. 

Because if you are there when there is a Secretary of Treasury 
of a different persuasion and a President of a different persuasion, 
your life is going to be impossible. You are never going to get a 
budget through. You will never get your personnel through the Of- 
fice of Personnel Management. There are a million other problems 
that will come up every day to make your life miserable. 

Mr. Horn. Mr. Tobias. 

Mr. Tobias. Mr. Chairman, I think one of the key problems with 
the IRS is the fact Commissioners turn over too frequently. I like 
the idea of a 5-year or a 6-year term, but I do not believe hiring 
a Commissioner with a 5-year term, however that person is nomi- 
nated or selected, is the silver bullet. 

I think that no matter how well a person with a 6-year term 
planned, if there isn’t a steady stream of funds from the Congress 
in order to allow a plan to be created, implemented and evaluated 
along the way without the circumstances changing, it won’t matter, 
really, who is in charge of the IRS. It will be great public relations, 
but if we don’t have appropriate funding, you know — second, I 
think the Internal Revenue Service, both in terms of its ability to 
obtain more credibility and its ability to plan long-term, needs 
some help. The Commission To Restructure the IRS is considering 
several different options. One is strengthening the role of getting 
information, and the other is to create a more independent IRS. 
The board of directors and those members would be from — the peo- 
ple from outside with managerial expertise. 

That report would be due on July 1st. But, clearly, the IRS has 
to be thinking more long-term than just 1 year to the next. 

Mr. Horn. We thank you all, Ms. Davis, gentlemen. We appre- 
ciate the time you have taken here and having the perspective you 
provide, based on your experience. Thank you for coming. 

[Followup questions and responses follow:] 
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FOLLOW-UP QUESTIONS FOR SHEl.BON TOHRIV 


1 . Legislation proposed in this Congress would prevent the IRS from using random 
audits. I understand that is an important component of the Taxpayer Compliance 
Measurement System (TCMP). Would prohibiting the use of such audits impair the 
IRS’s compliance enforcement efforts? 

2. You staled that in the sixties the IRS had what was called a performance budget. 
Do you think that it is ready now to use performance budgeting again? 

3. How would you estimate total tax liability? There is a general feeling that many 
people do not file tax returns, do not report their tax liability, work in a cash only manner, 
and in other ways cheat on their responsibility to pay taxes. This has the effect of 
reducing voluntary compliance because people feel resentment that they have to pay 
when the “other guy” does not. If we could ascertain the amount of taxes nonfiiers ought 
to be paying, we could better estimate the IRS’s success in collections. How would you 
go about trying to estimate this? 
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Moigan, Lewis 

firBockius LLP 

COUNSELORS AT LAW 


B-373 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Ms. Miller: 

Enclosed is the edited transcript of my testimony for the hearing held on April 14. If you or 
the staff have any problem with my changes, please give me a call. 

As to the questions asked: 

1. Legislation proposed in this Congress would prevent die IRS ftom using random 
audits. I understand that is an important component of the Taxpayer Compliance 
Measurement System (TCMP). Would prohibiting the use of such audits impair the 
IRS’s compliance enforcement efforts? 

TCMP audits are the baseline for data from which returns are selected for audit. They 
also provide important information to the Service and Treasury allowing for more 
accurate estimating of revenue and audit efforts, tax gaps and the like. At present there 
is no adequate substitute. 

2. You stated that in the sixties the IRS had what was called a performance budget. Do 
you think that it is ready now to use performance budgeting again? 

Performance budgeting is what was recommended by the Second Hoover Commission. 
It puts the onus on the administrator to use his/her money wisely. There is no excuse 
that the appropriation process requires us to use the money in a certain way. It provides 
for more flexibility and thus if used wiseiy, allows for more efficiency. However, since 
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it allows more flexibility it requires more oversight. I believe these issues can be 
worked out by mature people and good oversight such as your Committee is capable of. 

3. How would you estimate total tax liability? There is a general feeling that many people 
do not file tax returns, do not report their tax liability, work in a cash only maimer, and 
in odter ways cheat on their responsibility to pay taxes. This has the effect of reducing 
voluntary compliance because people feel resentment that they have to pay when the 
“other guy” does not. If we could ascertain the amount of taxes nonfilere ought to be 
paying, we could better estimate the IRS’ success in collections. How would you go 
about trying to estimate this? 


Total tax liability can only be estimated by use of TCMP-like data; other data from 
Treasury and Commerce, Bureau of Labor Statistics, etc. Many people do not file 
honest returns; some people work for cash. These issues can only be caught by a good 
and effective audit system; good statistical data and good planning. If you allow the 
IRS sufficient money for a good TCMP program and good research staff, they can give 
us fairly reliable data on the level of tax compliance. Without TCMP and with audit 
levels falling, it will be very difficult to deal with these issues. 


Stncerelj^, 



Sheldon S. Cohen 
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Mr. Horn. The next panel is panel three: Michael Dolan, the 
Deputy Commissioner, primarily for management of the Internal 
Revenue Service; accompanied by Jim Donelson, the Chief Compli- 
ance Officer; Tony Musick, Chief Financial Officer; Arthur Gross, 
Chief Information Officer; and David Mader, Chief, Management 
and Administration. 

[Witnesses sworn.] 

Mr. Horn. All five witnesses affirmed the oath; and we will start 
with Michael Dolan, Deputy Commissioner of the IRS. 

STATEMENTS OF MICHAEL DOLAN, DEPUTY COMMISSIONER, 

INTERNAL REVENUE SERVICE, ACCOMPANIED BY JIM 

DONELSON, CHIEF COMPLIANCE OFFICER; TONY MUSICK, 

CHIEF FINANCIAL OFFICER; ARTHUR A. GROSS, CHIEF IN- 
FORMATION OFFICER; AND DAVID MADER, CHIEF, MANAGE- 
MENT AND ADMINISTRATION 

Mr. Dolan. Good morning. 

Mr. Horn. Thank you very much for coming, Mr. Dolan. 

Mr. Dolan. Thank you very much for having us. 

I was sitting out here thinking about batting cleanup on April 
14th with the people who preceded us was kind of a tough spot to 
be in, until I heard you talk about what might have been a tougher 
spot on April 15th in the well of the Congress doing tax returns. 
So, I will assume we got the better of the deal. 

And what I would do, with your permission, Mr. Chairman, I 
prepared a longer statement that I know you will accept into the 
record. What I would like to do in the interest of time and getting 
to your questions is to briefly make some of the points. 

Mr. Horn. Feel free for a 10-minute summary. In your case, if 
you would like 15 minutes, please feel free. Because you have 
heard a lot here, and you obviously have the experience to know 
a tremendous number of the basic questions that have been asked. 

Mr. Dolan. Thank you. 

I would say, for starters, that one of the things I think we all 
feel is important is the opportunity to talk about and respond to 
some of your questions in several of the areas raised this morning. 
Because, to say the least, some of the observations were inter- 
esting. To say it a little more aggressively, there are some places 
where that we would like very much to be able to correct some 
misperceptions. And I start with conceding your basic point. We 
are here talking at your invitation about high-risk areas. 

Mr. Horn. Right. 

Mr. Dolan. Risk by definition means that there are opportuni- 
ties and requirements to improve. And so I stipulate to that. Not 
for a minute do we shrink or shirk from that. 

But the second thing I wish my colleagues at the GAO might 
have made a little stronger point in their testimony that would ac- 
company the point they made in the documents is, in each of the 
four areas we identified as high-risk, there has been considerable 
progress. So I would like to believe we are sitting before you today 
not with some set of promises about what we are going to do in 
the future, but with some established track record in each of the 
four areas where we have tried very hard and with some success 
to make progress against each of the four areas. 
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Third, and you made the point, Mr. Chairman, several times, in 
the context of looking at the IRS and looking at its management 
challenge, clearly, it strikes me that any enterprise our size or the 
size of any large corporation is, by definition, going to have some 
risk. And so I assume what you want from us is not a guarantee 
that we will never run a risk, but I assume what you want from 
us is what you would want from any major enterprise — some con- 
viction that we are capable of mitigating risk and capable of cre- 
ating systems, that in the first instance, identify the risk and then 
that we do our level best to manage that risk. Not in some theo- 
retical context, but in the context of our business. 

And one thing I was particularly appreciative of in Mr. Tobias’ 
testimony, is that we found ourselves in pretty much of a chorus 
of commentary here in the last 2 years. Some of that commentary 
is very well informed, very much on the mark and very much with 
an aspiration, I think, of improving tax administration. 

There is another part of that chorus that you no doubt have 
heard some of yourself, where you are less sure the chorus is well- 
informed and you are less sure that the outcome of the rhetoric is 
designed to improve the system, as opposed to making some rhetor- 
ical points or trying to play with a different kind of agenda. 

So, one of the things I think Mr. Tobias did, that my longer 
statement does at some length, is make the point that, notwith- 
standing being here to talk about four risk areas, if you look at the 
four risk areas in the context of the operation of the organization, 
there are a tremendous number of things that are going well, not 
only at the level that Mr. Tobias talked about, in terms of some 
macro measure of how much it costs to collect $100, but today is 
April 14th, most people relate that to April 15th, which most peo- 
ple relate to a filing season. 

This is a filing season, and I think by any measures people im- 
pose on us today is a filing season of good news for the taxpayer 
and good news for the system; and most people’s encounter with us 
is during this 4-month period. Most people think a filing season is 
January to April. As you well know, Mr. Chairman, it started last 
fall. 

As Mr. Cohen said, there was no tax legislation at the end of the 
last session of Congress. However, we got 700 pages of tax instruc- 
tions about those three bills that passed at the end of the year. 
Hundreds of changes at the end of August and September went on 
line. About the time we reach August 15th’s peak of this year’s ex- 
tension, we will be back through the cycle again. So, in practical 
terms, a filing season is a year-long business. 

And, this year, I think there are things, if you look at from a 
standpoint of the taxpayer, and you yourself gave a litany and oth- 
ers gave litanies about programs, that aren’t what we would like 
them to be and some programs that were underleveraged. But, as 
Mr. Tobias said, we are going to process 211 million individual and 
business returns this year. From the period of 1993 to 1996, we did 
that and we were almost 11 percent more effective and more effi- 
cient with fewer staff years than we did in the 1993 timeframe. 
TeleFile which, for my money, is one of the most significant retail 
technological options offered to assist in this country. It’s the op- 
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portunity for a taxpayer, in an 8- to 10-minute telephone call, to 
completely satisfy a tax obligation. 

I have heard a lot of ballyhoo about people who can apply for this 
or apply for that or get a piece of information downloaded, but in 
terms of accomplishing your entire transaction with your Govern- 
ment on something as sensitive as meeting your tax obligation, 25 
million Americans this year are capable of doing that in an 8- to 
10-minute telephone call. 

At this point in the year, over 4 million have done it. Over 17 
million at this point of the year have filed in a variety of electronic 
forms. Those, I think, are evidences of things that are working 
well. 

Last month, we made available to some small businesses in 14 
States the opportunity to file their 941, a quarterly tax return, by 
TeleFile. That historically was a very convoluted process for big or 
small businesses because it represented sending us a coupon and 
hoping that the coupon and the dollars got posted correctly to their 
account. 

Now again, in those 14 States, a million employers are capable — 
whether I’m a pizza shop with 7 people and I don’t want to go to 
the bank or I am a bigger enterprise, I can pick up and use the 
touchtone phone, and in the course of a few minutes, make my 
quarterly tax obligation. 

Assisting taxpayers better — several people talked about this con- 
flict in our mission or balance in our mission. Clearly, Mr. Chair- 
man, you have made it real clear from the outset, accounts receiv- 
able is a passion with you. It is with us as well, but it’s just one 
of the pieces of our mosaic that we try to balance each year. 

This year, we came into the year fully aware that for the last 2 
years, one of the metaphors of our performance has been can we 
answer our phones? Because it didn’t make any difference if when 
we were answering our phone, we were answering at 94 to 95 per- 
cent quality. The fact that half our customers couldn’t get to us 
was too easy a metaphor for the entire organization. So we went 
to huge efforts this year to try to beg, borrow and steal and try to 
tip that balance, if you will, to the service side, with the outcome 
that, this year, rather than half the people being served, nearly 
three quarters of the people are being served. 

If I am running a business, I am not bragging about only three 
quarters of my customers being served; so we know we have a long 
way to go. But I think, as measured in the context of actual oper- 
ations, it is a fairly significant commentary on the organization’s 
ability to respond to its customers in a way that is important. 

People talk about the GAO, sort of rolls off their tongue, that we 
are using old systems, and the implication left is that we are non- 
modernized and still in the knuckle -dragging ways of the past. I 
dare say that anybody who has decided to take its information from 
us on the Web site in the last couple of years find that to be a re- 
markable way to do something that you only used to be able to do 
at the IRS office, the bank, or the post office, and that would have 
people consistently scrambling this week. Instead, 100 million 
times this year, multimillion forms and publication have been 
drawn down. 
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I don’t know about you. I can’t go to a soccer field or church over 
the weekend without somebody saying, I was looking for my exten- 
sion form or this arcane past form and I pulled it down on your 
Web site. Is that the whole ball game? Not by any means. It is that 
plus the CD-ROM that we now put in the hands of practitioners, 
and for anybody that wants it, the fax capability to come to us any 
hour of the day and get a form back by fax. Those, to me, are not 
commentaries of an organization, it is trying to do its business like 
it did in the 1960’s and insulate from its customers’ expectations. 

You heard a little bit this morning about some of the rest of our 
business. I would like for there not to be 200 plus billion dollars 
in accounts receivable. I think, upon questioning, we will probably 
realize it is a number that is clearly able to create a couple dif- 
ferent impressions — several of them not exactly on the money. 

But I will tell you, one of our key compliance requirements is to 
collect the amount of money, not only because it is there to collect 
but because, as several of the witnesses said, that is a common ele- 
ment of fairness of the entire system — that you pay yours and I 
pay mine. If the people to the left and right of us see that, they 
are confident in the system. If they see the people to the left and 
right of them not paying, then there is an unfairness, and that’s 
in addition to the obvious financial interest the Government has in 
collecting its receivables. 

Last year was the single most successful year we’ve had in our 
history of collecting the dollars in accounts receivable. One part of 
it was a function of still being able to capitalize on the revenue ini- 
tiative that came in 1995, but another part of it again was a func- 
tion of looking at many, many aspects of our processes, not being 
content to use 1960’s, 1970’s, 1980’s processes but looking at the 
whole notice stream and eliminating notices that: were confusing 
the taxpayers, were in of producing the outcome; changing our bills 
to look like a bill that comes from a credit card; accentuating our 
telephone operations; accentuating business taxpayers who we can 
get; not always in the 30-day timeframe you mentioned, but while 
they are in business and while they are still capable of resolving 
their issues instead of downstream. 

We have done things that, by traditional standards, would have 
been viewed as lax on enforcement. We have substantially utilized 
both the installment agreement process and the offer and com- 
promise process as a way to take taxpayers, who might not be able 
to pay fully, but are trying to get in or stay in the system. And I 
think you could go up and down a variety of other initiatives that 
would reflect on the way we have attempted to improve our collec- 
tion processes. 

The four risk areas GAO talked about this morning, they clearly 
are not all equal. I think you point out, Mr. Chairman, quite aptly, 
really, that technology, the ability of us to modernize our tech- 
nology infrastructure is — I think it was Senator Thompson said the 
other day, over on the other side, it’s the long pole and tent — clear- 
ly the most significant of the risks. If we are capable of mitigating 
that in a way I think we are well-positioned to do, then the con- 
cerns we have with respect to the accounts receivable, the concerns 
we have with respect to data security, the concerns we have with 
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respect to getting a clean audit opinion, will indeed be buttressed 
by our ability to modernize our infrastructure. 

My statement goes to some length and I guess at this hour of the 
day you probably would prefer that I not go into much length on 
the modernization punch list, but there really are a tremendous 
number of things that have happened since the last time the IRS 
was before you. 

At my left is Art Gross. You will get an opportunity in ques- 
tioning to speak a little more directly to some of those that you are 
interested in. Suffice it to say, we have tried to include in our long 
statement the road map, as we see it, for addressing not only the 
latest round of General Accounting Office issues, but as we can 
best determine, the set of outside feedback and commentary from 
the National Research Council, from within Treasury, and from the 
various bodies of Congress that have looked at modernization over 
the 20-plus years that you detailed in your statement. 

We do believe that we have positioned ourselves at a point in 
time now to do what is the long pull, to do what won’t happen over- 
night and be a silver bullet, but to do the kind of improvement in 
the technology infrastructure that not only the system, but our cus- 
tomers require. 

I also included in my longer statement a fair amount of informa- 
tion about the so-called browsing. I think none of us sits at this 
table at all happy that the condition prevails. It is a circumstance 
that is unacceptable to us, as it should be to the American tax- 
payer. People who have access to tax information and work for the 
IRS have access for one purpose and one purpose alone, and that 
is to pursue their job responsibilities. Any use beyond that is unac- 
ceptable. 

The difficulty we have is in the computer infrastructure we have 
today, it is much more difficult on the front end of those systems, 
identifying exactly who has a work unit that involves access to a 
particular piece of taxpayer information. As a consequence, we find 
ourselves doing after-the-fact running of audit trails and devel- 
oping scenarios that will detect abuse and then dealing with that 
abuse as it is detected. 

Our modernized infrastructure will deal with that fundamen- 
tally. It is not only possible, but a goal of us on the front end of 
the modernized systems, to be able to move and work precisely and 
specifically with a particular employee, based on a particular as- 
signment, and not, as is done today, based on a range of assign- 
ments and based on a range of authorities. 

In the interim, we know it is our responsibility to step up the 
even more redoubled effort to train, educate, communicate, and to 
discipline, and to make the discipline be severe and make the dis- 
cipline be consequential when abuses continue. 

What I would offer for your observation is, there is a whole lot 
more I could talk about here, and probably I would serve your 
needs and mine both better by letting you go in the areas that you 
would like to question us. I got off the track here in a kind of rude 
way and didn’t introduce my colleagues. 

So if you wouldn’t mind, if I could spend a minute recognizing 
on my far left Tony Musick, who I know has been before you be- 
fore. He is our CFO. To my immediate left is Art Gross, our Asso- 
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ciate Commissioner and CIO. Dave Mader is our Chief, Manage- 
ment and Administration. On Dave’s right is John Dalrymple, who 
is our deputy in our essential operations function. 

With that, I will close and instead invite your questions, and 
hopefully we can he responsive to those. 

[The prepared statement of Mr. Dolan follows:] 
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Statement of Michael P. Dolan 
Dapt% Commissioner 
InternaS Revenue Service 

Before the 

Subcommittee on Government Management, Information and Technology 
House Committee on Government Reform and Oversight 

April 14, 1997 

Good morning, Mr. Chairman and distinguished members of the Subcommittee. 

I appreciate the opportunity to be here today to discuss the Internal Revenue Service’s 
(IRS) efforts to improve the efficiency and effectiveness of the program areas identified 
by the General Accounting Office (GAO) as high-risk. Wth me this morning are 
Arthur Gross, Associate Commissioner and Chief Information Officer; Tony Mustek, 
Chief Financial Officer; Jim Donelson, Chief Taxpayer Service and Acting Chief 
Compliance Officer; and Dave Mader, Chief Management and Administration. 

As you know, GAO’s latest high-risk report discusses four high-risk areas at the 
IRS: Tax Systems Modernization (TSM); financial management; tax accounts 
receivable; and tax filing fraud. GAO credited the IRS with making some progress in all 
four areas but outlined significant challenges to continuing this progress. 

I agree that these four areas requite focused attention by the IRS, Treasury and 
the Congress. Today I would like to summarize our efforts in each area and provide 
some perspective on statements made in the report. Before doing so, however, I would 
like to put foe high-risk report in a broader perspective. 

Achievement of the Internal Revenue Service 

Congress, GAO, and the media have severely oritidzed the Service for 
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weaknesses in the development, implementation and management of its technology 
modernization efforts. We listened and acted by going outside the IRS to strengthen 
and improve our overall management of modernization efforts. This intense focus on 
an area of weakness was helpful. However, our weakness in managing technology has 
been used to cast aspersions about 
our basic business - processing 
returns and payments; issuing 
refunds; assisting taxpayers; and 
ensuring all taxpayers pay the proper 
amount of tax. 

American taxpayers have a 
right to a very efficient tax 
administration system supporting this 
country. I am pleased to report that 
the Service is sffll the best in the world at what 

we do - collecting the nation’s taxes. From 1992 to 1996, gross revenues collected 
have increased from $1,1 trillion to $1 .5 trillion while our cost to collect $1 00 has 
decreased from 60 cents to 54 cents. Other taxing authorities world-wide seek our 
advice and assistance on ways to improve their operations. The Service has not grown 
complacent. We are continuing to improve services and at the same time reduce costs. 
Our goal is to remain “best in class.” 

Processing returns and payments, issuing refunds and assisting taxpayers is 
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what we call “the tax filing season.” Successful delivery of a tax filing season not only 
goes unheralded - but has been described this year by the GAO as “uneventful." 
External attention to the tax filing season is afforded only when there is a problem - an 
“event.” Describing a filing season as uneventful, while correct on one hand, has a 
tendency to underestimate the hard work and planning that it takes to produce that 
uneventful season. The 1 997 filing season is on target to be the most successful tax 
filing season in the last 10 years. This accomplishment coupled with the significant 
improvements over the past several years in improving our service to taxpayers and 
reducing costs are noteworthy and are evidence of the dedication and ability of IRS 
employees. The following are our highlights: 

Processing Returns and Payments and Issuing Refunds - Processing tax 
returns and payments and issuing refunds are the heart of our tax adminisfration 
system. This year we will process over 211 million individual and business 
returns and 1.12 billion information documents; and issue more than 88 million 
refunds. We have increased our productivity in processing returns 10.9 percent 
between 1993 and 1996, with 1997 prqecting to be a 3.5 percent increase over 
1996. 

One of our goals has been to make it easier for taxpayers to file their tax 
returns. Significant progress is being made on this front. As of April 4, over 4 
million individuals have filed by telephone - a 57 percent increase over last year 
at this time. This eight to ten minute telephone transaction which enables 
citizens to complete ttieir annual tax obligations is one of the easiest and most 
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available examples of technical support that the government has to offer. 

So far, the total number of individual returns filed electronically, including 
by telephone, has increased 25 percent over last year. 

Electronic filing is not just limited to individuals. Employers nationwide 
can now file their Form 941 (Employer’s Quarterly Tax Return) electronically. 
Almost 363,000 of these returns were filed in this manner for 1996. In addition, 
beginning in April, businesses in 14 slates can now file the simpler Form 941 
returns by telephone. Our telephone filing system has received outstanding 
feedback from taxpayers who use it - 99 percent of the users like the st^tem 
and plan to use it again. In the firet week, over 4,100 businesses filed their Form 
941s by phone calls averaging only 7 minutes each. This system has been 
honored with six awards from sources such as Government Computer News, 
National Public Service, and Informix. 

Our concept of electronic tax administration means more than just 
receiving returns electronically; it includes electronic payments as well. Most of 
the over 88 million taxpayers who will be entitled to refunds this year can have 
them directly deposited in their bank accounte. Taxpayers enjoy the safety and 
ease of direct deposit and the government saves the expense of printing and 
mailing checks. Last year, if a taxpayer wanted a refund deposited directly into a 
bank account, he or she had to submit a separate schedule. This year, a few 
extra lines on the Form 1040 will do it. As of April 4 this year, over 13 million 
taxpayers - an increase of approximately 48 percent over this same period last 
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year - have requested direct 
deposit of their refunds. As 
an aside, taxpayers who use 
Telefile and have their 
refunds electronically 
deposited, will typically have 
the refund in the bank within 
21 days from their phone 
call. 

The TaxLink/Electronic Funds Transfer Payment System (EFTPS), used 
by employers to pay employment and other depository taxes electronically, is 
also faster, easier, and more accurate for tax collectors and taxpayers alike. In 
FY 1996, more than $380 billion were deposited electronically, an inaease over 
the $232 billion deposited in FY 1995. Many businesses will be required to 
begin making deposite through EFTPS on July 1, 1997. At this time, we have 
more than 960,000 of the required taxpayers enrolled in EFTPS and almost 
360,000 volunteer enrollments. 

Assisting Taxpayers Better - The majority of taxpayers voluntarily meet their 
tax obligations each year. We believe that answering the questions of taxpayers 
who are trying to comply and finding new ways for taxpayers to get fonns and 
information encourages taxpayers to voluntarily enter the system and stay in the 
system year after year. This year, IRS assistors will answer 60 million toll-free 
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calls - an increase of 1 5 million over last year. Even taxpayers who call after 
hours can leave their questions on our recorded message system and within two 
business days, we will contact them with an answer. A new, toll-free number 
enables taxpayers to quickly determine the status of their refunds without having 
to speak to an assistor. We have significantly improved our toll-free telephone 
system, answering over 70 percent of callers. Our efficiency in answering calls 
will increase 22 percent from fiscal year 1995 through fiscal year 1997 while our 
accuracy in answering questions will increase almost three percentage points to 
93 percent. 

Through March 22 of this year, we have assisted over 153,000 more 
taxpayers at our walk-in sites — an increase of 7.2 percent over the same period 
last year. By the end of the year, we project that 6.4 million taxpayers will be 
assisted at walk-in sites. 

Just three years ago, taxpayers needing a publicatbn or form had to call 
to have the material mailed, or go by an IRS office, their local post office, or 
library. Not today - tax forms and publications are now available on CD-ROM 
and an innovative Tax-Fax. Tax-Fax processes requests for tax forms by fax. 

So far this filing season over 357,000 forms and instnjctions have been faxed - 
a 352 percent increase over the 79,000 faxed for 1996. 

For the 1996 filing season, the Service launched a world-class Internet 
homepage known as the Digital Daily. The response has been ovenwhelming. 
Over 83 million “hits” were logged in FY 1996. So far this fiscal year, over 95 
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million “hits” have been 
logged. Over 2,8 million 
forms, instructions or 
publications were 
downloaded last year; over 
3.7 million have been 
downloaded through March. 
The Digital Daily received 
over 40 awards in 1996 for 



its design and ease of use from such sources as Netscape, PBS, Wired 
magazine, USA Today . Tax World . Money magazine, Microsoft, Harcourt Brace, 
PC Computing Magazine , and Government Executive magazine. Accolades for 
the Digital Daily continue this year from sources such as Ernst & Young, Home 
Office Computing, The Washington Post , and {M magazine. 

Ensuring all.taxpayers pay the proper amount of tax - In addition to 
improving service to taxpayers, the Service has improved its compliance 
operations. Taxpayers have an expectation that the system will treat them fairly. 
To most taxpayers that means they expect others to pay their correct amount of 
tax and they expect the IRS to identify and deal with non-compliance. For the 
past three years, we have realized unprecedented increases in collection yield - 
an increase of 27 percent. In FY 1997, we are on target to achieve another five 
percent increase over last year ~ collecting in excess of $31 billion. Revenues 
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collected from all compliance operations increased from $31 .4 billion in 1995 to 
$38 billion in 1996. During this same three year period, telephone collection 
sites and the Collection field function have realized a 12 percent increase in 
dollars collected per FTE. The IRS has adopted some of the best practices of 
ttie private collection industry. This has resulted in improving and prioritizing “up 
front” collection operations - notices and telephone calls - to deal earlier and 
more effectively with taxpayers who owe. 

The IRS plans to continue to improve its collection results through the use 
of technology in field collection operations. In FY 1995, our Integrated Collection 
System (ICS), which provides on-line access to current account information to 
revenue officers, was used in two districts. In these two districts, productivity 
increased more than 30 percent, translating directly to additional tax collections 
"in the bank." Currently, ICS is fully operational in nine districts and is providing 
a similar improvement in collections. 

From FY 1993 through FY 1996, the Service increased the number of 
examinations closed by 64 percent and audit coverage rose from .96 percent to 
1 .63 percent. In addition to ttte increased revenue that has resulted from these 
efforts, we have substantially increased the amount of the examination 
assessments that are collected immediately upon the completion of the audit. 
Examination realized a 30 percent increase in dollars recommended per staff 
year over this same period. 

s' 
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In R' 1994, we also assumed responsibility for enforcing the new law 
requiring that diesel fuel be dyed when the excise tax has not been paid. In FY 
1996, 1 14,000 inspections of terminals, fleets, and off-the-road users were 
conducted resulting in the detection of over 5,000 violations and $8.7 million in 
assessed penalties. So far this fiscal year, over 13,000 inspections have been 
performed, detecting over 600 violations and assessing $2.4 million in penalties. 

Our compliance efforts are more than just collecting delinquent taxes and 
traditional audits. Through initiatives like the Accelerated Issue Resolution (AIR) 
and the Advance Pricing Program (APA), the IRS is stressing early resolution of 
issues - a practice that can save everyone money. With AIR, the collection of 
the largest corporate assessments is accelerated by resolving recurring issues 
and simply carrying the resolution fonvard to later years - reducing the number 
of issues under examination. Under this procedure, taxpayers have agreed to 
pay about $1.1 billion between FY 1993 and FY 1996. 

The APA program is a new cooperative process between taxpayers and 
the government for resolving intercompany pricing issues. Taxpayers welcome 
certainty in a complex area and avoid a lengttsy debate with the IRS. At the end 
of FY 1996, we had entered into 79 APAs. 

The Tip Rate Determination Agreement (TRDA) and the Tip Reporting 
Alternative Commitment (TRAC) are initiatives developed with industry 
representatives to address the underreporting of tip income. They benefit both 
employers and employees. Employers benefit from not having significant 


9 



152 


unplanned tax liabilities assessed against them. Employees benefit from 
increased sodal security benefits, unemployment benefits, retirement plan 
contributions and worker's compensation benefits. As of the end of 1996, the 
IRS had received over 3,100 TRAC agreements representing more than 21,000 
establishments and more than 800 TRDA agreements with nearly 1,200 
establishments. For 1994 and 1995 tip income reported has increased over $2 
billion. 

We have also developed important partnerships with state tax 
administration. Through literally hundreds of innovations - like the joint fed/state 
electronic return option - we have been able to leverage the combined federal 
and state capabilities in ways that serve taxpayers better and enhance the 
fairness of both the federal and state tax systems. 

We are proud to be able to offer the U.S. taxpayer the number of “best in 
class" capabilities that exist today. However, we know there are many areas that 
are ripe for further improvement. One of the most profound enablers of that 
further Improvement will be the modernized technology infrastructure that will 
result from our Tax Systems Modernization effort. 

Tax Systems Modernization 

Although Tax Systems Modernization is listed as a separate High-Risk Area, it is 
the common thread in all of the high-risk areas identified within the IRS. In recent 
testimony before the Subcommittee on Oversight, House Committee on Ways and 


10 



153 


Means, GAO stated that IRS’ success in addressing the weaknesses in its program 
areas is clearly linked to its success in modernizing its information systems. 

The IRS clearly recognizes that reaping the benefits of technology is central to 
controlling costs and providing better services and has made progress in addressing 
the concerns and criticisms of the technology modernization efforts. However, the 
Service recognizes that there is more work to be done to meet the challenges of 
updating technology to better serve the American taxpayers. 

in its testimony before this committee on March 5, 1997, GAO stated that 
executive leadership is crucial to the successful management of technology and that 
qualified Chief Information Officers are needed throughout government. The GAO 
report credits the IRS with hiring a year ago our Chief Information Officer - Art Gross. 
Art has significant technical management expertise and an excellent grasp of the tax 
•business.” He reports directly to the Commissioner and me and is working with other 
senior managers to make clear progress in Implemenfing reforms. Following is a 
summary of reforms during his first year: 

Establish a Detailed Business Plan - In Its high-risk report, GAO states that a 
key factor to successful modernization is to establish a detaiied business plan. 
The IRS is completing its strategic modernization plan, which integrates 
implementation sdiedules and establishes completion dates for each of the 
major components of the pian. The major components are (1) a Systems Life 
Cycle defined as the standards, polides, procedures and practices employed by 
the IRS to guide technology investments; (2) a Modernization Blueprint, which 
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focuses on rebuilding the corporate data bases to enable customer service to 
resolve taxpayer accounts and improve compliance; (3) a procurement strategy 
to shift primary responsibility for systems development and integration to the 
private sector; and (4) linkages among the short-term legacy and operational 
systerr® enhancements, the Year 2000 project, and the longer-term 
modernization sequencing plan. The modernization plan will be submitted to 
Congress in May 1997. 

Systems Life Cycle (SLC) - The IRS has adopted a Systems Life Cycle that 
provides the policies and processes needed to manage systems development 
efforts. The Systems Life Cycle is consistent with both the military standard 498 
and processes currently employed by major system development and integration 
contractors. Included in the SLC Is an Investment Management Process, 
described later in further detail. 

Systems Architecture - In the past year, the Service has developed the 
Modernization Blueprint which includes Business Requirements, Functional 
Architecture, Technical Architecture as vsrell as a Sequencing Plan which 
provides for a phased implementation of Modernization projects based on 
prioritized business needs. 

Both the Systems Life Cycle and Modernization Blueprint are making , 
extensive use of contractor resources for both design analysis and product 
development, thereby underscoring the commitment to shift significant aspects of 
the Modernization efforts to contractors. For FY 1997, 64 percent of information 
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technology resources are projected to be allocated to the private sector 
compared with 40 percent for the period 1988 through 1995. 

Improved Investment Controls - The IRS has put in place an investment 
review discipline to assess and prioritize information systems investmente. 
monitor progress of spending against plans, and evaluate the results of those 
investments. The IRS Investment Review Board (IRB), chaired by me, the 
Deputy Commissioner, has reviewed all ongoirg technology development 
projects. Projects that failed to demonstrate significant business values or 
comply with best practices for disciplined systems development have been 
suspended- Today, the IRB has suspended the Document Processing System, 
Corporate Accounts Processing System, Workload Management System, and 
Integrated Case Processing System, resulting in significant future cost avoidance 
for these projects in excess of one billion dollars. Also, the IRB is overseeing the 
reallocation of resources from these projects to higher priority investments, in 
accordance with the principles of the Information Technology Management 
Reform Act. 

Product Assurance - One measure of the effectiveness of an information 
technology organization is the comprehensiveness of its product assurance 
program. Between 1992 and 1996, IRS’ Information Systems organization 
downsized by over 2,000 positions, with a disproportionate reduction in the 
product assurance program where resource levels sank to less than 30 percent 
of the industry standard. Accordingly, in 1997, the IRS is undertaking a major 
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rebuilding of this program to mitigate systems acceptance testing deficiencies 
that have prevented the thorough testing and certifying of principal IRS operating 
systems. 

Recruiting from Outside the IRS - This year, the Service has continued to 
strengthen its information technology management capabilities with the 
September 23, 1 996, appointment of Sarah Witbeck, Director of the Government 
Program Management Office (GPMO), who is an experienced systems 
development program management executive from the New York State 
Department of Taxation and Finance, and the January 5, 1 997, appointment of 
ten Baptiste, new Director of the Systems Standards and Evaluation Office 
(SSE), who was formerly with the GAO and has extensive ergierience in the 
development of systems life cycle standards, policies and procedures, and 
infomiatlon technology program evaluation and oversight. 

Also, on March 3, 1997, Mr. William Hadesty was appointed as SSE's 
Director of Security Standards and Evaluations. Mr. Hadesty's private and public 
sector computer security experience includes over 10 years with the GAO, where 
he conducted comprehensive computer security reviews at numerous 
government agencies, including the review of IRS facilities. He is a recognized 
security expert in both the public and private sector. 

Additionally, the CIO organization has undertaken a nationwide 
recruitment for fifteen experienced and qualifi«l executive and senior technical 
managers who are not “...Faint of Heart.” The results of that effort yielded 2000 
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inquiries and 834 applications. Of those, 379 applications were deemed eligible 
and a second screening is in process to determine “best qualified,” 

Transferring Significant Aspects of NIodernizaBon to the Private Sector - 
The IRS continues to transfer significant aspects of the technology 
modernization program to the private sector. The December 1 ,1996, report to 
Congress documents the modernization program resource allocation; 64 percent 
of it is provided by the private sector. The largest and most important initiative 
for FY 1997 was the contract recently awarded to develop, pilot, and implement 
the submissions processing manual data entry systems replacement The IRS 
also is in the process of competitively acquiring a Systems Engineering and 
Technical Assistance (SETA) contractor to provide technical, program, and 
project management guidance to the modernization effort. 

Modernization Management Board - The Modernization Management Board 
has provided strategic direction and policy guidance to the Modernization effort. 
During FY 1997, the Board reviewed IRS recommendations concerning the study 
of the feasibility of outsourcing submissions processing, the Electronic Tax 
Administration strategic pian, ttie development of a Prime Integration Contractor, 
RFP, the Systems Engineering and Technical Assistance competitive acquisition 
and the Information Technology Strategic Plan. 

Maintaining the Legacy Systems - As I mentioned earlier, ail indicators are that 
the 1997 filing season will be another success. A key tector in this success is 
the group of conscientious employees in the information Systems organization 
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who continue to update the legacy systems, develop new computer programs to 
comply with legislative mandates, and manage a complex array of technologies. 
Year 2000 Conversion - GAO designated the year 2000 problem, the massive 
century date conversion project, as a new high-risk area in its 1997 high-risk 
report. This challenge is not unique to IRS and much has been recently reported 
in various media about the magnitude of this problem. Most legacy systems are 
programmed to display “00" in the year fields so that beginning on January 1 , 
2000, date-based calculations will be based unintentionally on an interpretation 
of the year field as 1 900. Failure to identify, recode, and retest each of these 
date-based fields could result in the generation of erroneous tax notices, 
refunds, bills, interest calculations, taxpayer account adjustments, accounting 
transactions, and financial reporting errors. Put another way - such a failure 
could significantly burden the over 200 million taxpayers and IRS resources and 
jeopardize IRS’ ability to carry out its mission. This conversion not only is vital to 
IRS but also to other organizations with which the IRS shares data, such as the 
Social Security Administration, Federal Reserve Banks, and most of the states. 
To date, the Service has identified 62 million lines of computer code in the 
corporate systems which must be analyzed. The effort to make needed changes 
may exceed 2000 work years of effort on the part of both the IRS and its 
contractors to ensure these critical systems are century date compliant by 
January 1, 1999. In addition, the IRS is actively reviewing all commercial off-the- 
shelf software and hardware to determine components that must be replaced or 
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updated to ensure compliance. 

With the support of Congress through a $45 million FY 1997 
appropriation, the IRS has mounted a massive effort to ensure its systems 
become century date compliant. Given the broad scope and impact of the Year 
2000 Conversion, the Service has made it the number one priority and is 
diverting significant existing information systems resources to the project, 
deferring all but critical and legislatively mandated legacy systems changes 
during FY 1997. The IRS has initiated a comprehensive project approach to 
manage its century date conversion, including the creation of a Year 2000 
Project Office with senior executive leadership reporting directly to the Associate 
Commissioner/Chief Information Officer and the Deputy Chief Information Officer 
for Systems Development. This Project Office is responsible for ensuring that all 
IRS enterprise systems are Year 2000 compliant by January 1 , 1 999. While 
much of the conversion work will be performed by the Service’s legacy 
programmers, the Project Office is using contractors to develop the program and 
project management plan as well as the conversion evaluation and certification 
strategy. Further, contractors have been tasked to convert systems and/or 
applications which they have developed and/or support (e.g., Grumman Data 
Systems shall convert the Service Center Recognition Image Processing 
System). 

The IRS also is aggressively completing the inventory of field based applications, 
which may require the review of 40 million lines of computer code. To ensure 
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that these information technology components are compliant, the Service also 
has created a group of field executives to address Year 2000 Compliance issues 
associated with customer-owned and field-owned information technology assets. 
This group will report to the Year 2000 Project Manager and will determine 
whether these assets should undergo Year 2000 conversion, be retired, or be 
replaced with already Year 2000 compliant standard hardware/software. 

With the requested funding for FY 1998, these efforts will be expanded as 
necessary to ensure that the Service meets .its commitment to century date 
compliance. 

Financial Management 

The IRS has significantly improved financial management over the last four 
years as a result of our financial statement audits, but we know there is more to do. As 
GAO’S report stated, the Service has a detailed action plan, developed in cooperation 
with GAO, that addresses corrective actions and tracks the progress toward correcting 
deficiencies and implementing GAO recommendations. A copy of that action plan was 
recently provided to this Committee. 

The IRS was one of the pitot agencies under the Chief Financial Officers Act 
(CFO Act) of 1990 and, as such, was required to submit financial statements beginning 
with Fiscal Year 1992. Prior to this, the IRS, like all federal agencies, was not required 
to prepare audited financial statements or to have financial audits. However, the fact 
that financial audits were not routinely done in the past does not mean that poor 
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financial management existed. The IRS, like other agencies, was and is controlled by 
budgets that were appropriated by law and incorporated into our administrative finandal 
system, and obligations and expenditures were monitored against those appropriations. 
Unlike many other agencies, the IRS also collected substantial amounts of revenue 
from taxpayers; our custodial financial systems were designed to account for those 
receipts and to ensure that they were promptly deposited into the Treasury. These 
requirements and controls still exist in addition to the new requirements introduced as 
part of the annual audit. Passage of the CFO Act and the introduction of annual 
financial statements and audits, however, added new rules and standards heretofore 
non-existent in government. We are using the financial statement audit, and the 
discipline it imposes, as a blueprint for continued financial management improvements. 
Following are highlights of these improvements: 

Improvements in Management Controls - At the IRS, we take seriously our 
responsibilities under the Federal Managers’ Financial Integrity Act and the Chief 
Financial Officers Act. We established the Senior Council for Management 
Controls in December 1992. I chair the Council and serve with the Chief 
Finanaal Officer (Vice-Chair), Chief Inspector, and two other senior executives of 
IRS. The Council is responsible for the follovmng: 

♦ sets policy for implementing the provisions of the Federal Managers’ 
Financial Integrity Act (FMFIA); 

♦ recommends material weaknesses to the Commissioner for inclusion 
in the annual assurance letter; 
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♦ oversees implementation and reviews effectiveness of corrective actions 
for material weaknesses; and 

♦ identifies emerging issues for the field and National Office to review 
during the annual assurance process. 

Each year we conduct an annual assurance process. All heads of office 
in the districts, service centers, regions, and the National Office conduct a self- 
assessment of their operatfons to ensure that assets are protected and program 
goals are met. Part of this self-assessment includes identifying potential material 
weaknesses. We also review the financial statement audit and other audits 
conducted by GAO, the Inspector General, and internal Audit to identify material 
weaknesses. These weaknesses are reported to the Secretary of the Treasury 
as part of the Commissioner's Annual Assurance Statement. 

The responsible Service official prepares the corrective action plan and 
reports the completion of action items for each material weakness. The Regional 
Commissioners and Chief Officers monitor progress and the Senior Council 
oversees the completion of actions for material weaknesses. An action plan is 
developed to correct each material weakness. Weaknesses cannot be closed 
until the problem is corrected. 

This is a time consuming and intensive process. As I said, we take it 
seriously. Because we do, we usually report about 20 material weaknesses a 
year. The irony is that because we do report a number of weaknesses, we are 
often put on the defensive because we self-disclose a number of problems. 
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Some years ago, before we intensified and improved our process, we reported 
far fewer weaknesses. Does that mean our performance has slipped? To the 
contrary, i would propose it means we have become more vigilant in identifying, 
reporting, and hopefully correcting our problems. 

Improvement In Administrative Accounting - It Is Important to keep in mind 
that the Service has two separate financial processes to track funds: the 
administrative system that handles appropriated funds and the revenue system 
that tracks tax collections and is used to report on custodial statements. To 
understand GAO’s audit findings, it is important to recognize the distinction 
between these two systems and what is being done to improve both systems to 
comply with the CFO Act. 

The IRS is proud of the improvements it has made in its administrative 
accounting system and GAO’s high-risk report concludes that improvements are 
“particularly notable” in administrative accounting operations. Six years ago, the 
Service had eight separate systems that were not linked to each other. Now the 
IRS has a single corporate administrative financial system of record that it uses 
to monitor and control the more than $7 billion the IRS receives annually in 
appropriated funds. This system, known internally as the Automated Financial 
System, provides an integrated, auditable, comprehensive accounting and 
budgeting system that fully complies with the Joint Financial Management 
Improvement Program core requirements, including the U.S. Standard General 
Ledger, and other government-wide standards that apply to automated financial 
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systems. 

Even though IRS purchased an off-the-shelf commercial package, it was 
customized to meet the unique agency requirements, including developing 
interfaces. For example, the Service transferred payroll to the Department of 
Agriculture’s National Finance Center (NFC) and operates an interface from NFC 
to provide payroll data to the corporate database. The Service also integrated its 
procurement system and travel system so data is only entered once and is 
transmitted electronically. 

Since the first audit in 1 992, the Service has made significant 
improvements in administrative financial management, resulting in GAO's FY 
1 994 and FY 1 995 audit reports focusing on just two remaining administrative 
accounting issues: (1) failure to reconcile IRS accounts with Treasury, and (2) 
the lack of receipt and acceptance documentation for some non-payroll 
payments to other federal agencies, such as rent payments to GSA and printing 
payments to the Government Printing Office (GPO), 

Improvements in Accounting for the Revenue the IRS Collects - The 
challenge with revenue accounting is to develop a financial management system 
that will provide the organization with the capabilities for (1) controlling financial 
transactions; (2) collecting and processing transaction-level data; (3) obtaining 
detailed information on financial position; and (4) providing complete financial 
information necessary to manage an organization. 

While the IRS can, and does, reconcile gross amounts collected, it has 
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been unable to give GAO auditors the infotinatton that they want to reconcile on 
a transaction-by-transacllon basis with the Masterfile database. The challenge 
has been to augment the revenue accounting information to meet the 
requirements of the CFO Act 

For the FY 1 995 and FY 1 996 audits, in coc^jeration with the GAO, the 
IRS began extensive analysis and documentation of all revenue transacfiorr 
tows and source documentalSon. Detailed flowcharts were prepared to 
document revenue flows between the Revenue Accounting and Control System 
(RACS) and supporting feeder systems. Site visits were made with the GAO to 
ai service centers to validate these flowcharts and further document detailed 
transaction flows that were unique to a service center. Additionally, the IRS now 
uses its Masterfile to provide detailed transaction data to support its custodia! 
financial statements. This date is reconciled to RACS and Treasury schedules. 
We fully agree that the IRS should be held to the same standards of record 
keeping to which taxpayers are held. But corrtext and definition of terms are 
important to understanding the IRS’ financial statement concerns. A disclaimer 
on the financial statements does not equate to poor tax administration. As the 
govemmertf s primary revenue co!lec*or, the IRS has strong systems ttontrols to 
ensure that tatqtayers’ individual accounte are confidential and accurate and that 
fax receipts are not lost or misappropriated. These systems work, Eadiyear, 
the GAO has veified that mote than the $1.4 trillion the Service coHects has 
been properly deposited in the Treasury. The current ohaltenge is to alter these 
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systems to provide the necessary data to meet the financial requirements of the 
CFO Act, 

Status of the 59 Recommendations - As indicated in the high-risk report, the 
GAO has made 59 recommendations through their financial statement audits for 
the last four fiscal years. Of the 59 recommendations, the IRS and GAO agree 
that the IRS has implemented 17 of them, Of the remaining 42, the IRS believes 
it has met the requirements on an additional 27. The Service is working with- 
GAO to get agreement before actually closing these items. Of the remaining 1 5, 
1 1 are scheduled to be completed by the end of the fiscal year; and four have 
completion dates beyond FY 1997, The IRS is committed to working with GAO 
to resolve these recommendations and believes that through mutual cooperation 
and effort this goal will be achieved. 

The CFO’s Concerns About the Financial Audit - As a result of GAO's 
recommendations and the Service’s intent to have audited revenue information, 
we have initiated methods of obtaining financial information which can be 
substantiated from our current systems. Also, to ensure that management and 
staff are aware of required actions and due dates, the CFO organization has put 
into place a written action plan for preparation of our financial statements which 
addresses all key milestones. 

Our Chief Financial Officer, Tony Musick, believes that IRS, like many 
federal organizations, was not prepared for or possibly did not understand what 
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was needed to be in compliance with the financial audit requirements of the CFO 
Act. However, after five years, several issues still give him great concern about 
government auditors perfomiing this type of audit. Mainly because most 
government auditors have ftroused on program audits and have introduced 
numerous elements of a program audit into the financial audit process, in his 
opinion these auditors have not been performing “true” financial audits similar to 
those in the corporate world. 

Mr. Musick has identified five problems with the current financial audit 
process based on his own experience which is considerable. Tony is a certified 
public accountant with a master's degree in business administration from George 
Washington University with a concentration in Finance. From 1972 to 1983, 

Tony was an auditonvith the public accounting firm of Ernst and Ernst, the 
General Accounting Office (GAO) and the Environmental Protection Agency. 
Tony also served as budget director for Virginia Commonwealth University in 
Richmond and served on -Vice President Gore’s National Performance Review 
participating in the “Improving Financial Management Team.” I think his ideas are 
well worth hearing and I would like to discuss them briefly. 

1. The Audit Process Needs to be Year-Round - 1 mentioned earlier that the 
IRS is a very large and complex organization. We collect over $1 trillion annually 
with a budget of over $7 billion; process over 200 million tax returns; issue over 
88 million refunds; distribute over 300 million forms and publications; send 
almost 100 million notices and letters to taxpayers; process over 1 billion 
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information documents; and collect over $31 billion from enforcement efforts. 

This is done by 4 regions, 33 district offices, 10 service centers, and over 
1 00,000 employees throughout the country. Looking at the corporations on the 
Fortune 500 list, we believe we would be the number one company vsrtien it 
comes to revenue collected and customer (tax accounts) accounts, and in the 
top 50 in terms of the number of employees. Moreover, the IRS continues to be 
compared to a corporation in the way we do business. However, in a corporation 
of comparable size, the auditors would usually be present year-round doing 
testing and reviewing controls. Audit Issuep could be raised and resolved before 
the end of the year or agreements could be reached on how the issues could be 
addressed for financial statement purposes. Currently, very little testing goes on 
during the year. Audit presence year-round would serve to alleviate the 
continuing problems we have experienced of not having sufficient time to gather 
the requested supporting documentation at year end. Additionally, we pull all our 
transactions at the end of the fiscal year or close to the end of the fiscal year so , 
the auditors can do their testing. 

It has been over 25 years since Mr. Mustek has done financial audits, but 
the large accounting firm he worked for had a year-round presence (or dose to 
year-round presence) in some of its larger corporate clients. This is a common 
practice even for federal agencies that do audit work. When he worked at the 
Comptroller of the Currency, he knew that bank examiners were in the large 
National banks most of the year. Also, IRS does ttiis with our large corporate 
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taxpayers. I believe we need to have this presence because the financial audit 
needs to become a continuous effort. 

2. Auditing Around the Revenue Systems - The current audit process is very 
paper intensive because the auditors do not rdy on any of the existing controls 
in the current revenue systems. One of the ways in which corporate auditors 
determine the scope of testing and the amount of testing they would have to do . 
is to determine the reliance they can place on the existing controls in a system, 
both computer (security profiles) and manual (separation of duties or review of 
work), and evaluate ttie risk of a misstatement to ensure that the data going into 
the system is correct. This would determine, among other things, the amount of 
testing to he done and provide the auditors a basis for determining how reliable 
the data is within the system. 

Secondly, in accumulating data for the revenue receipts, refunds and 
receivables, we have been criticized for not having enough documentation. This 
does not mean a lack of paper, because some of these files are a foot high. 
Because one document is missing, we have an exception that hinders the 
auditors from expressing an opinion. A lack of a document could be overcome 
by a review of the controls that ensure the accounts are correct. Also, another 
control that seems to be ignored is the taxpayer. If the taxpayer’s account is 
incorrect, I believe that once they receive a contact from us they would ensure 
the account is corrected, just as you might do if you received an American 
Express bill for a hotel diarge that wasn’t yours. 
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Because we have a large volume of data, the auditors need to test our 
existing systems of controls. For example, the Master Fite accounts of taxpayers 
have detailed data on every transaction processed and the document locator 
number indicating the reason for the transaction. If the auditors would rely on 
this system, then some of the 9,000 plus case files we pull could possibly be 
reduced, and even if a specific document was missing the auditor could rely on 
the controls over the system to ensure the numbers are correct. Mr. Musick 
believes the auditors’ hesitancy to rely on system controls has greatly increased 
the amount of data that must be gathered by Service employees. 

3. Government Auditors Need to Define the Terms “Reasonableness” and 
“Materiality” - The corporate standard for the auditor’s opinion is that the 
auditors have reasonable assurance that financial statement numbers are fairly 
stated. The government auditors seem to be looking for absolute assurance that 
the numbers are accurately stated. Because of the size of most large 
organizations, an auditor cannot test or verify the accuracy of every number. 

The auditor will evaluate and test the control environment, both automated and 
manual, analyze the accounts (i.e., compare them to prior years) and test to 
determine if they can be reasonably assured the numbers are fairly stated. 

The second issue relates to materiality. Since the auditors can’t review 
everything, and the numbers are not always accurate, the issue then becomes 
how much of a difference will the auditors accept? Again, this is a question that 
needs to be answered. Let me give you an example. We are now pulling 
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detailed transactions from the Master File to develop the financial statements for 
FY 1996. We have to reconcile those transactions to the RAGS system. We 
may not be able to reconcile every dollar in the Master File to the balance in the 
FIACS system because of timing and other differences. The question is how 
much of a difference will be considered material enough to distort the numbers 
on the financial statements? If you assume a 1 % error rate, does that distort the 
fair statement of the numbers? Does it mean that money has been lost or 
misplaced? No. One reason why these amounts are not reconcilable to ttie 
penny is timing differences between fiscal years. F?ACS captures summary data 
that may overlap the beginning and ending of a fiscal year. Another problem is 
that the source systems may key off different dates. For example, RAGS 
records FTD deposits when they get to the Federal Reserve, yet the Master FBe 
gives the taxpayers credit when the deposit is made at the commercial banks. 
This could be a one day difference. Given the time and cost, would it be worth it 
to get closer? 

Additionally, because we are required to keep amounts on our books 
much longer than a normal business, we are being asked to substantiate these 
older accounts with paper documents whose retention requirements have long 
expired. Until these two requirements are brought more in line, IRS is essentially 
being penalized for following the law. 

The question, therefore, becomes what is reasonable for the auditors to 
determine that the taxpayer’s account is accurate? What is the additional cost 
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versus the benefit of being this precise? How much documentation is needed? 
Because we don’t have an accounting system in place that complies with the 
government standards, and we pull data from the Master File, what is an 
acceptable number or how material is the difference aflecting reliance on the 
financial statements? Also, because these issues are left to the auditor’s 
judgement, we don’t know what to do or how to resolve the problem because 
there is no standard on which to be judged. This does not mean that we 
disagree with the auditors, but many of these issues may take years to fix and 
we would welcome this feedback in their report. However, it should not relieve 
them of their responsibility for attesting to the fairness of the numbers. 

4. Financial Audit vs Program Audit - A financial audit is to determine that the 
numbers reported on the financial statements are fairly stated. This is different 
from a program (operational or performance) audit which determines how 
efficiently, effectively or economically the program is functioning. Could a 
program be functioning .more efficiently, effectively, or economically and the 
auditors still attest to the fairness of the numbers on the statements? Mr. Mustek 
certainly believes so. Why? Because the controls in place will ensure that the 
numbers are being correctly posted to the accounts, even if a program audit says 
you may be able to do it a better or cheaper way. Secondly, some of the 
program problems we face are Governmentwide and we believe the auditors 
need to be held accountable for determining what they need to do to assure 
themselves the numbers are correct until some of these programs can be 


30 



173 


changed. The OPAC process for handiirrg interagency payments is one example 
whereby another federai agency can take their money without prior approval. 
Another potential problem is the file retention requirements for some of our tax 
forms. 

5. Government Auditors are Risk Averse - in the corporate environment, 
financial auditors are hired by the organization to render an opinion. The 
standards place most of the burden on the auditors to ensure themselves that 
the numbers are fairly stated. In looking at the standards put out by the 
American Institute of Certified Public Accountants, specifically the Generally 
Accepted Auditing Standards (GAAS), it is clear that the responsibility for 
conducting the audit rests with the auditors. It is important that they employ 
every means possible to satisfy themselves as to the reasonableness of reported 
amounts. They must employ alternative auditing techniques when warranted. 

For example, section 350.25 of the GAAS states “...the auditor may not be able 
to apply the planned audit procedures to selected sample items because, for 
example, supporting documentation may be missing. The auditor's treatment of 
unexamined items will depend on their effect on his evaluation of the sample. 
However, if considering those unexamined items to be misstated would lead to a 
conclusion that the balance or class contains material misstatement, the auditor 
should consider alternative procedures that would provide him with sufficient 
evidence to form a conclusion.” In other words, the auditor should be 
determining what can be done to ensure that they have explored all alternatives 
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to determine whether the account balance is correctly stated in order to render a 
fair opinion. We agree that we did not have receipt and acceptance for GPO 
printing; however, other steps could have been taken by the auditors to ensure 
the amount we reported as printing expense was reasonabie until we improved 
the current process. 

i have separated the financial statement audit into two parts; first, the 
abiiity to fairiy report the numbers on the financiai statements in accordance 
with generally accepted government accounting standards, and second, the 
management issues that need to be addressed. Like most corporations that are 
audited, the management letter to the company on ways to improve is an 
integral part of the audit; however, it does not hinder the auditors from attesting 
to the fairness of the numbers on the financial statements. 

We welcome from the auditors their report on any of the management 
issues and their suggestions for better ways of conducting our day-to-day 
operations. However, the auditors should be required to do enough work, even 
if it means utilizing alternative auditing approaches as indicated in the AlCPA 
auditing standards, so they can sincerely try to attest to the fairness of the . 
numbers on the statements. This could be moved fon/vard more quickly if the 
auditors were hired by the agency, as corporations do, and the auditors 
reported their results to an audit committee or board of directors within the 
organization where the issues could be discussed and debated between the 
auditors and this Board or Committee and the CFO. 
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Accounts Receivable 

The IRS does know the 
correct composition of the accounts 
receivable inventory. It is important 
to understand what makes up the 
total amount of our accounts 
receivable inventory. Our gross 
accounts receivable inventory 
includes not only unpaid taxes but also the ever-increasing interest and penalties 
related to those unpaid taxes. In addition, the law prescribes how long we must keep 
accounts receivable on the books - 10 years. Thus, unlike private sector businesses, 
the IRS' accounts receivable cannot be written off even when we know that they are 
not collectible. 

At the end of FY 1996, IRS’ gross accounts receivable inventory equaled $216 
billion of which 30 percent reflected accrued interest and penalties. The gross 
accounts receivable inventory is divided into two major components: Currently Not 
Collectible and Active Accounts Receivable. 

■ Currently Not Collectible (CNC) -- are accounts that a collection employee has 
determined a taxpayer cannot currently pay. Accounts in this category are 
periodically monitored, and if a taxpayer is able to pay within the statutory 10- 
year period, the account will be collected. At the end of FY 1 996, $1 05.8 billion 


Gross ARDI 

FY 86 -$216.3 billion- 



chart 4 
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- nearly half the gross receivable total- is classified as CNC. Over 76 percent 
($80.8 billion) is not collectible because it is owed by defunct corporations; 
taxpayer adjudicated bankrupt; hardships; or our inability to locate or contact 
taxpayers. 

Active Accounts Receivable - are accounts that are potentially collectible and 
that continue to be pursued through activities ranging from notices and 
telephone contacts, to installment agreements and offers in compromise, and 
ultimately, liens, levies, and seizures. At the end of FY 1996, $110.2 billion is 
classified in the Active Accounts Receivable category. Of this amount 

♦ 37% ($40.8 billion), the largest portion of the active accounts has been 
assigned for enforcement action; 

4 16.7% ($18.4 billion) of the inventory is awaiting adjudication by a court 

or acceptance of an offer in compromise; 

♦ 9.8% ($10.8 billion) is currently being collected by sending notices to 
taxpayers; 

♦ 12.2% ($13.4 billion) is being collected through installment agreements; 

♦ 15.3% ($16.9 billion) are trust fund recovery penalty assessments that 
are potentially duplicative and Resolution Trust Corporation assessments 
that have not yet moved to currently not collectible; 

♦ 1 .5% ($1 .6 billion) is lower value cases that will be substantially collected 
through systemic monitoring, such as refund offsets and yearly notices to 
taxpayers; 
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♦ 7.8% ($8.6 billion) is other accounts, such as estate taxes which by law 

have 14 years to pay, etc. 

The above data reflects that the IRS does have accurate and reliable 
information on the taxpayers who are delinquent in paying their taxes and the 
collection status of each taxpayer’s account. 

Tax Filing Fraud 

The IRS has implemented significant changes in the past three years to detect 
and prevent fraud . In 1 993, the Service detected 77,840 questionable returns versus 
24,919 detected returns in 1996. We are pleased that the incidence of detected fraud 
has declined substantially and believe this decline is the result of our aggressive fraud 
control efforts. 

The IRS has implemented significant changes, including improved validation of 
information at the “front-end" of the electronic and paper filing systems (especially 
validation of taxpayer identification numbers); improved detection systems (including 
revisions to computer scoring of suspicious claims and the Electronic Fraud Detection 
System); enhanced entry requirements for tax preparers filing electronic returns 
coupled with a vigorous preparer monitoring program; criminal prosecution of 
appropriate cases and examination of questionable claims prior to payment of the 
refund. 

The IRS recognizes that it must be continually vigilant in reducing the tax filing 
system’s vulnerabilities to fraud; identifying new fraud control methods, and improving 
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systemic fraud defection capabilities. 

Through the end of September 1996, direct compliance efforts prevented $909 
million in erroneous or fraudulent refunds from being issued. (This figure represents 
$865 million in Examination assessments and $44 million in questionable refunds.) 
Also, because of recent legislation, the IRS has a more efficient method to handle 
claims for dependents, the earned income tax credit and the child care credit when 
there are missing or invalid SSNs involved. 

Information Security 

GAO’s 1997 high-risk report series designated Information Security as another 
new, government-wide high-risk area that affects the IRS (the other was the year 2000 
problem disoussed earlier). 

The IRS has long understood that protecting taxpayer information is essential to 
maintaining our country’s self-assessment tax system. We also understand that 
although new technologies will help to streamline IRS operations and improve the 
delivery of services to taxpayers, these same technologies will also increase the risks 
to privacy associated with automation unless a strong program is in place to 
adequately mitigate these risks. Risk mitigation is of greater significance as IRS’ 
reliance on paper decreases and its dependence on new technoiogies increases, in 
this regard, we are also aware that our security and privacy programs need to be 
strengthened, so that the Service has integrated and consistent safeguards in place to 
adequately ensure (1) the privacy and security of taxpayer account information: (2) 
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continuity of its operations; and (3) security of the infrastructure for modernized 
systems. 

In January 1997, IRS announced that centralized responsibility for security and 
privacy issues had been delegated to the Office of Systems Standards and Evaluation 
(SSE). Recognizing the critical need to enforce federal law and regulations on privacy 
and non-disclosure of confidential tax information, SSE was created to assume 
responsibility for establishing and enforcing standards and policies for all major 
security programs including, but not limited to, physical security, data security, and 
systems security. In this regard, SSE provides IRS with a proactive, independent 
security group that is directly responsible for the adequacy and consistency of security 
over all IRS operations. The Service's aggressive actions to correct security 
weaknesses and implement GAO recommendations include: 

♦ Preparing a plan for correcting all the weaknesses identified at the five facilities 
reviewed by GAO and for identifying and correcting security weaknesses at the 
other IRS facilities; 

♦ Providing the plan to the Chairmen and Ranking Minority Members of the 
Subcommittees on Treasury, Postal Service, and General Government, Senate and 
House Committees on Appropriations; Senate Committee on Finance; Senate 
Committee on Governmental Affairs; House Committee on Ways and Means; and 
House Committee on Government Reform and Oversight 

♦ Reporting on IRS’ progress against these plans in the fiscal year 1 999 budget 
submission; 
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♦ Reevaluating IRS' current approach to computer security along with plans for 
improvement; 

♦ Reporting the results of the reevaluation of the IRS' current approach by June 
1997, to the above cited congressional committees and subcommittees: 

♦ Completely and consistently monitoring, recording, and reporting the full extent of 
electronic browsing for all systems that can be used to access taxpayer data; and 

♦ Reporting the associated disciplinary actions taken and recommending that these 
statistics, along with an assessment of the Senrice's progress in eliminating 
browsing, be included in IRS' annual budget submission. 

One taxpayer security area of particular concern to this Subcommittee and to us 
is the unauthorized access to taxpayer data by IRS employees - or “browsing.” The 
IRS does not tolerate browsing. We consistently stress both within and outside the 
IRS that unauthorized access of taxpayer accounts by IRS employees will not be 
tolerated. However, recent court cases, especially one in the First Circuit Court of 
Appeals fUnited States v. Czubinski. No. 9-1317, 1997 U.S.App. LEXIS 3077 (1st Qir. 
February 21,1 997), are very troubling to the IRS and make it more difficult for us to 
appropriately discipline employees who violate our policy against unauthorized access. 

In the past several years, the IRS has taken a number of steps to ensure that 
unauthorized access of taxpayer information by IRS employees does not occur. For 
example, each time an employee logs onto the taxpayer account data base (the 
Integrated Data Retrieval System (IDRS), a statement warns of possible prosecution 
for unauthorized use of the system. Ail new users receive training on privacy and 
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security of tax information before they are entitled to access the IDRS. The Service 
has also installed automated detecHon programs that monitor employees' 
actions and accesses to taxpayers’ accounts, identify patterns of use, and alert 
managers to potential misuse. 

The Electronic Audit Research Log (EARL) system, which detects potential 
unauthorized accesses by analyzing flie audit trails of each of the transactions on 
IDRS, is currently the key to detection. Because of the volume of transactions and the 
extremely small percentage of potential unauthorized accesses, the Service is 
continuing to refine the EARL software to more effidenfly and effectively identify such 
accesses. The IRS is also contacting “state-of-the-art" private sector organizations 
with the aim of identiiying the feasibility of various security “prevention'’ systems and 
their approaches to managing technology risks. This approach will enable the Service 
to better control access to information through “up front' authorizations and ultimately 
rely less on after-the-fect detection. In the interim, the feasibHty of monitoring potential 
“browsing’’ on systems otherthan IDRS that can be used to access taxpayer data is 
also being assessed. In this regard, the IRS has initiated efforts to contract for 
feasibility assessments of all systems ftat are used to access information (e.g., the 
Integrated Collection System and the Totally Integrated Examination System) to 
monitor the full extent of electronic browsing beyond IDRS and develop both 
prevention and detection measures. 

Administratively, the IRS is engaged in a vigorous campaign to let employees know 
that substantiated unauthorized accesses will result in their removal form the Service. 
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Recently, the Commissioner issued a memorandum to all executives and employees 
reiterating the Service's commitment to zero toierance. The memo states, 
•Unauthorized access to accounts, absent mitigating circumstances, is serious 
misconduct and would normally warrant removal. It is also a violation of 18 USC 1030 
(fraud and related activity in connection with computers), which can result in ciminal 
prosecution. ... The Internal Revenue Service will enforce a zero tolerance policy in all 
cases of substantiated unauthorized access.” At the same time, I issued a charge to 
our executives to, at a minimum, support our commitment to taxpayer privacy and the 
security of tax data by: 

1 . Assessing personally on a periodic basis the consistency of discipline for 
browsing within their offices. EARL oases will now be sent directly to Heads of 
Office, either initially or after investigation by Inspection for appropriate review 
and action. (Employees are disciplined according to a Guide for Penalty 
Determinations that includes dismissal. In the recent First Circuit opinion, the 
court noted that "the IRS rules plainly stated that employees with passwords and 
access codes were not permitted to access files on IDRS outside the course of 
their official duties.”) 

2. Personally ensuring that employees receive the required training and 
orientation within their offices; and 

3. Personally taking every opportunity to communicate the Service’s 
expectations, and to explain IDRS systems monitoring capabilities, to ail their 
employees. 
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In addition to the internal actions, the IRS has recommended and supported 
legislative efforts to amend the Internal Revenue Code and Title 18 to clarify the 
criminal sanctions for unauthorized computer access to taxpayer information. A recent 
amendment to 18 U.S.C. 1030(a)(2)(B) provides criminal misdemeanor penalties for 
anyone who intentionally accesses a computer without authorization or who exceeds 
authorized access and thereby obtains infomiation, including tax information, from any 
department or agency of the United States. Although the recent amendment to 1 8 
U.S.C. will hopefully serve as a significant deterrent to unauthorized computer access 
of taxpayer information, this statute only applies to unauthorized access of computer 
records. It does not apply to unauthorized access or inspection of paper tax returns 
and related tax information. Legislation such as S.670, introduced in the 104th 
Congress, would achieve that result. By clarifying the criminal sanctions for 
unauthorized access or inspection of tax information in section 7213 of the Internal 
Revenue Code, whether that information is in computer or paper format, the 
confidentiality of tax information and related enforcement mechanisms would be 
appropriately found in the Internal Revenue Code. 

Conclusion 

We appreciate the opportunity to discuss the IRS management challenges which 
have been identified through the “high-risk” process. It is critically important that any 
enterprise manage and prudently mitigate its systems, financial and managerial risks. 
Without minimizing the work that needs to be completed in the designated areas, I 
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hope we have succeeded in placing those continuing needs in the fuller context of the 
full tax administration process. Despite the substantial complexity of the underlying 
code and the almost continuous amendments which are made to it, the IRS has been 
and is today committed to continuously enhancing the service provided to customers 
and the basic fairness with which all citizens are dealt 

Mr. Chairman, this concludes my statement. I would be happy to respond to any 


questions. 
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Mr. Horn. Well, since I am half Irish, I can sympathize with 
you. I enjoyed what you had to say. 

Let me pursue a few of the points you made, and then we will 
go down the line on another area. 

One of the things that really concerns people is the browsing, 
snooping issue, if you will. I was assured by the Commissioner a 
year or so ago that IRS had taken action to reduce browsing, and 
there were several people under indictment for violating the stat- 
ute. I am just curious, what happened to them? Were any people 
ever indicted? Were they fired? l^at? 

Mr. Dolan. The answer is yes to all of the above. If you permit 
me to roll it back maybe just a frame or two before that, when the 
Commissioner was before you, as she has before others, she said 
unequivocally that browsing was not acceptable and not to be con- 
doned. And what she and the rest of the senior management team 
have tried to do is drive that down in the organization in all of the 
ways you would expect in a large organization. 

We have taken and adjusted the tables of penalties that apply 
to disciplinary action. We have instructed those who are respon- 
sible for taking discipline that abuses or unauthorized accesses 
were to be treated very seriously in the discipline process. We have 
created basically a system we call the electronic access research 
log, which gives us an opportunity to take, in a much more creative 
way, these audit trails and determine where there are potential 
abuses. 

We have developed case processing procedures and the personnel 
and inspection and line management process to ensure that not 
only detection of abuses takes place, but that discipline be appro- 
priate and be consistent. 

We have taken a variety of steps. We have actually prosecuted 
a number of cases, some of which we have found bouncing back on 
us, because while we had a standard that we thought was clear, 
the courts have in some instances distinguished between those in- 
stances where somebody uses information for some purpose and in 
other instances where they do what they have dubbed “self-disclo- 
sure,” so if that person has accessed information and made no fur- 
ther use of it, some of our prosecution and disciplines have failed 
because people have looked at that and said the standard of con- 
duct is not explicit enough to have put the employee on notice — 
that is unacceptable. 

A couple of things have happened in the meantime. We have 
made it administratively explicit that it doesn’t make any dif- 
ference whether you use the information or not. If it is an unau- 
thorized access, it is offensive and actionable with respect to a dis- 
ciplinary action. 

On the automated access side, as I think you know, the changes 
last year in title 18 have now substantially improved the ability to 
take the criminal prosecution where the access is one that occurs 
through automation. Both Chairman Archer and Senator Glenn 
have bills working in the House and Senate that take that same 
provision and overlay it on paper accesses. 

So we are hopeful that those additional attributes will help us 
continue to try to make this less and less the type of risk that an 
individual employee takes and more and more the kind of protec- 
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tion we can sit here in front of you and say we have greater con- 
fidence that it is not going to go on. 

Mr. Horn. Well, I don’t want to create 106,000 pieces of paper 
in the agency, but it seems to me you could get employees to sign 
a statement that I am aware of this policy, and I will not violate 
it. Do we have something like that? 

Mr. Mader. Mr. Chairman, we do have a policy when employees 
first come into the Internal Revenue Service. As part of our ori- 
entation program we talk about the rules of conduct. As Mr. Dolan 
mentioned, safeguarding taxpayer information is in those rules of 
conduct. When employees are trained and profiled to access our 
computer systems, they sign the very kind of form that you men- 
tioned, advising that they have been told what the rules and regu- 
lations are and what the ramifications are for violating them. 

Every time an IRS employee accesses one of our main systems, 
a warning screen comes on and reminds them another time about 
unauthorized access. 

Mr. Horn. Approximately how many thousand employees have 
access to this information? 

Mr. Dolan. I think Bill told me the exact number, but some- 
where in the neighborhood of 55,000 people would have responsibil- 
ities that would take them into what is our principal, one of our 
principal on-line systems, our integrated on-line retrieval system. 

Mr. Horn. So over half the agency personnel have access? 

Mr. Dolan. In having the access, they all have different kinds 
of access, depending upon the nature of the job. I may have access 
that allows me research, or I may have access that allows me to 
adjust. I may have some combination. Specific authorities comes 
with the passwords and the specific accreditations that are akin to 
my job. 

About 1.5 billion transactions take place in that one integrated 
data retrieval system in the course of a year by these 55,000-some 
people. We are talking about an incredibly fractional number of in- 
stances in which there is any unauthorized access. One is too 
many, but in the context of the 50,000-some people being asked to 
do the key responsibilities across the data point, it is only a frac- 
tional number. 

Mr. Horn. At what point have we found a weakness in the sys- 
tem in the sense that they could make the claim that, gee, this em- 
ployee didn’t really know it was a problem? Has that come at the 
internal IRS, or Treasury level, where discipline was administered, 
that claim was made and they haven’t been able to make it stick? 
Where has it happened? Or is it happening in court? 

Mr. Dolan. We talked a little bit about the court, and the ad- 
ministrative action, it goes something like this: the EARL system 
will produce a lead. The lead will go to some combination, typically 
of a line person, personnel person, maybe an inspection person. 
They will develop the lead, go back into the person’s assignments. 
They will make some judgment as to whether it appears that this 
is a good lead, a good lead meaning a lead that looks like it 

Mr. Horn. Is this lead a tip? 

Mr. Dolan. It is a tip, but it comes as a result of massaging 
these thousands of audit trails. Without getting into a lot of explicit 
detail here, it takes characteristics. There have been a series of see- 



200 


narios developed that are high likelihoods of abuse scenarios. Not 
every one of them reflects abuse, but they will narrow a set of 
leads. Those leads will then subsequently have to go back to the 
individual employee’s precise work assignments, precise fact pat- 
terns, and determine, yes, this lead turns out to be an instance of 
abuse. 

When it is, that instance of abuse, that allegation of abuse, will 
go to the head of an office. The head of that office will end up hav- 
ing their personnel people develop an adverse action or disciplinary 
action. It will be taken. It may or may not be appealed. 

One of the things we found upon appeal is, again, we are oper- 
ating within a system that the Federal disciplinary system as- 
sumes a couple of things. It assumes for the most part discipline 
is progressive. What that means in a code word is, typically a per- 
son is disciplined for a first offense and given some opportunity to 
remediate their performance or to improve on the job. 

Mr. Horn. In other words, nothing happens if they don’t do it 
again? 

Mr. Dolan. No. 

Mr. Horn. You could get one crack at a rock star, celebrity, or 
politician? 

Mr. Dolan. I knew I was going down the wrong road giving you 
that explanation. That is not the rule. 

Mr. Horn. I am trying to get the process. 

Mr. Dolan. There are no one cracks. You do it once, it is wrong. 
I was trying to explain in the context of the precedents built up in 
the Merit Systems Protection Board, the courts and everywhere 
else. There are some rules about how you do discipline in the Gov- 
ernment. I can sit here and say it is wrong one time, it ought to 
be a firing and nobody ought to have any recompense on that. That 
is not the real world. 

The real world we have taken the disciplines into, is a world sur- 
rounded by the practice of precedents of the general disciplinary 
system. What we tried to do, as I mentioned at the outset, is tried 
to make our penalty provisions be explicit about ranges. We tried 
to say to our directors — propose on the high end and make it very 
difficult to mitigate from the high end, meaning removal. So prin- 
cipally our reaction is going to be removal when it is a willful ac- 
cess. 

When it is some trainee in the first week who bounces up there 
and comes back and says, wait a minute, I did it and didn’t mean 
to, that person is not going to be removed probably. But the willful 
access is something we would be pursuing removal as a first resort. 

Mr. Horn. Willful is very hard to prove; is it not? 

Mr. Dolan. It is. Our systems today, Mr. Chairman, lock you out 
of your own account. Everybody knows they lock you out of your 
own account. Notwithstanding that, we will have on the audit trail 
evidence that somebody tried to go to their own account. When you 
go to that person, you get one of two answers. You can find some- 
body who was brand new, didn’t understand or whatever, went up 
and bounced, and that will come up as a transgression. Or you can 
find some of your best employees who will tell you — when they 
have been on the system all day long, bringing up Social Security 
numbers to resolve them, they will on occasion bring up their own 
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Social Security number. You will have that pop. They will not get 
into their own account because they are frozen, but it will show up. 
When you go back to that person, if indeed there is no history of 
anything else, you can say, OK, I take that explanation of what it 
was for and it is not some attempt to gain the system. 

Mr. Horn. Well, how many people have you had any effective 
discipline with, and what penalties have you given and how many 
are involved? How many were brought up to the disciplinary sys- 
tem and what happened as a result of that disciplinary system? 

Mr. Mader. I would like to submit for the record, Mr. Chairman, 
a summary of those actions from fiscal year 1994 through the year- 
to-date. But let me, if I could, just talk about 1996. 

There were a total of, and this goes back to what Mr. Dolan said, 
of 1,374 instances where the computer system kicked out there 
may be something here, you need to investigate it further. Of that 
1,374, 797 of them were confirmed as an unauthorized access. Of 
those cases, 93 employees were separated, either involuntarily or 
they resigned before we could separate them. There were 476 cases 
where upon further investigation there was no unauthorized ac- 
cess. 

What I would like to do is submit this for the record. I know 
there have been a lot of numbers in the press in the last week and 
I think it is important. 

Mr. Horn. It will be in the record, without objection. 

[The information referred to follows:] 
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Browsing Cases Statistics 
Requested By 

House Government Reform and Overeight Committee 
10 / 01/94 - 03 / 31/97 
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Mr. Horn. Could you just give me the summary again of how 
many cases, how many didn’t result in cases once it was explored, 
how many went into the disciplinary system heyond the first or 
second stages, and what happened and what were the penalties? 

Mr. Mader. Of the total 1,374 cases, 411 of them were not cases 
in which there was abuse. 

Mr. Horn. What were they? What is the typical one, the 411 
were? 

Mr. Mader. As Mr. Dolan mentioned, when we actually pulled 
the work of the employee, we determined that the kind of access 
they had to a particular account was justified. As Mr. Dolan said, 
we have several scenarios built on the front end of this system that 
pull together certain transactions. 

Mr. Dolan. The system looks for multiple accesses to the same 
account. On the face of it that might look like somebody has got 
either an interest in browsing or it might, in fact, be someone who 
has had repeated conversations or repeated telephone calls from 
the same taxpayer, and gone into the account several times to ei- 
ther look at a refund or look at some other transaction. 

Mr. Horn. Of the 963 left, what happened? 

Mr. Mader. Of the remaining cases, there were 797 cases in 
which we confirmed there was an unauthorized access. Twenty of 
those resulted in a caution letter to the employee. 

Mr. Horn. I am sorry, 20 what? 

Mr. Mader. Twenty resulted in a caution letter to the employee. 

Mr. Horn. Don’t do it again? 

Mr. Mader. Don’t do it again; 326 resulted in oral or written 
counseling, which is more severe in our disciplinary system than 
just a caution letter. 

Again, Mr. Dolan had mentioned 

Mr. Horn. Excuse me, the caution order doesn’t go into their per- 
sonnel file? 

Mr. Mader. No, it does not, sir. 

Mr. Horn. How do you have any trail that this person keeps 
doing these things if you don’t put something in the personnel file? 

Mr. Mader. They are given a letter. The next instance would re- 
sult in more severe discipline, and that would go in their personnel 
file. 

Mr. Horn. You have 326 you tell me you did put in out of the 
963 that was made after you got rid of 411 by not really being abu- 
sive? 

Mr. Mader. Right. 

Mr. Horn. But was justified. So I am just trying to find out how 
the system works. So we get down to 326 where you have got oral 
and written. Now, is it both? 

Mr. Mader. It is either/or. 

Mr. Horn. So how many actually had something put in their per- 
sonnel files? 

Mr. Mader. Counseling is a step above the caution. The coun- 
seling is formal discipline, and a notation would be made in their 
personnel file. Sixty-two employees received an admonishment. 

Mr. Horn. What does that do? Does that get into the personnel 
file? 

Mr. Mader. Yes, it does, sir. 
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Mr. Horn. Is that the first level that goes into the personnel file? 

Mr. Mader. Yes, sir. 

Mr. Horn. And 62 admonishments. 

Mr. Mader. Eighty-seven reprimands, which are more severe 
than admonishments. 

Mr. Horn. Eighty-seven reprimands. 

Mr. Mader. One hundred forty-seven suspensions of 14 days or 
less. 

Mr. Horn. And that is without pay? 

Mr. Mader. That is without pay, sir. Thirty-eight suspensions 
greater than 14 days without pay, one reduction in pay, and 93 
separations from the service. 

Mr. Horn. Ninety-three separations as a result of this incident 
or did they have other reasons? 

Mr. Mader. As a result of this incident. 

Mr. Horn. OK. So 93 were asked to leave and did. 

Now, did you lose any of those on appeal? 

Mr. Mader. I don’t know, sir. I would have to check the record. 

Mr. Horn. Would you mind? Check it, because where did the 
union stand in all this? Did they back you on a no browsing, no 
tolerance, as the Commissioner told me, policy? 

Mr. Dolan. I think for the most part, yes. Bob Tobias is a co- 
signatory on a series of memorandums that have been put out on 
this. I think they would clearly have an interest in making sure 
that whatever disciplinary process works, gives people an oppor- 
tunity to explain themselves and defend themselves, but they have 
not condoned it, either. 

Mr. Horn. Any other data relevant to this? 

Mr. Dolan. Dave has all 4 years there, actually 4 years, and we 
will provide all 4 to you, Mr. Chairman. 

[The information referred to follows:] 

We are providing a status report on the number of cases of unauthorized access, 
or browsing, that were appealed by employees either to arbitration or to the Merit 
Systems Protection Board (MSPB). These figures are from October 1993 to the 
present. There were six cases appealed to arbitration: five were sustained and one 
was mitigated to a suspension in excess of one year. There were seven cases referred 
to the MSPB: six were sustained and the seventh is the Czubinski case, which was 
recently overturned by the courts. 

Mr. Horn. Does it show a trend line in any way? Is there more 
browsing now than there was 4 years ago? 

Mr. Mader. No, it shows, Mr. Chairman, as Mr. Dolan testified, 
that 1995 and 1996 are about the same. So far, the trend in 1997 
is upwards a little bit. 

Mr. Dolan. That is a classic dilemma. Is the trend a function of 
better detection or a function of more instances? As I sit here, I 
can’t tell you, but I can tell you we improved our detection, but I 
can’t tell you in absolute terms what it reflects. 

Mr. Horn. What we are talking about here is in l/13th of the 
cases that start there is an actual separation and a notice put in 
their personnel file, a note on a separation? Is it simply a separa- 
tion or does it state why the separation occurred? 

Mr. Dolan. Within the personnel parlance, it would be a perma- 
nent record that would be reflected upon anybody, any other Fed- 
eral employer pulling their Federal jacket. It would be reflected in 
there. 
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Mr. Horn. In other words, when they go to another agency the 
next day and they phone hack, presumably they are told this per- 
son was separated for cause. 

Mr. Dolan. Don’t let me mislead you. There will be some in- 
stances in that 93, whereupon realizing that we were going to fire 
them, the person might have left. When you leave before the actual 
discipline is accomplished, then your record would not reflect that. 

Mr. Horn. In other words, you can’t fire me, I quit? 

Mr. Dolan. Correct. 

Mr. Horn. OK. Do you think that is sufficient action or should 
there have been any criminal action? 

Mr. Dolan. I don’t think any action 

Mr. Horn. What was the biggest number of voyeur cases you had 
in terms of one person accessing 200 files, 500 files? 

Mr. Dolan. I don’t have those specifics in front of me. I would 
tell you that if you ask is it sufficient — to the extent it exists at 
all, it has not been sufficient. So I think we have still got a task 
ahead of us to eradicate it. 

Mr. Horn. Now, did any of these cases, were they ever taken to 
the U.S. attorney, asked for an indictment? 

Mr. Dolan. Some have. We could get you more detail. 

Mr. Horn. What did the U.S. attorney say? Didn’t want to deal 
with it? 

Mr. Dolan. On several occasions, U.S. attorneys have taken the 
cases. We talk in our testimony about a couple that have not been 
successful, but there are others that have been successful. The U.S. 
attorneys are not reluctant to help us pursue the prosecution, and 
particularly in the grievance cases. 

Mr. Horn. Are they primarily here in Washington or out in the 
field? 

Mr. Dolan. Principally in the field. 

Mr. Horn. Principally in the field. In terms of the U.S. attorney’s 
actions, could you give us a statement for the record of how many 
times you went to a U.S. attorney, wherever, separate field and 
Washington, and the times they took it and times they rejected it, 
and, if so, what was the reason for rejection. Just they are over- 
worked and have more serious things like murders or whatever, 
and I understand that, but I am not happy about it. And what 
went on to a court and what did those courts rule on this. Did they 
give you any further instructions from the court as to clarity of pol- 
icy or what? 

Mr. Dolan. In response to your invitation, why don’t you let us 
give you the whole spectrum. 

Mr. Horn. The whole works. I want to know why this policy isn’t 
working and it keeps occurring. 

[The information referred to follows:] 

We are providing a chart which provides a breakdown on the U.S. Attorney’s ac- 
tions concerning unauthorized access (browsing) cases from October 1, 1994, 
through March 31, 1997. 

[Note. — The chart can be found on p. 202.] 

Mr. Dolan. The other thing, that I think will be implicit in any- 
thing we give you about this part of it, is one place that I suspect 
you would be at anyway. This is something today you are not going 
to prosecute out of existence. Because with the most cooperative 
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U.S. attorneys in the world, what you want to do is you want to 
eradicate this on the front end. You don’t want to depend on pros- 
ecution. You want the deterrence of people knowing that not only 
will you prosecute but upon prosecution, it will be a successful 
prosecution. But at the end of the day our objective has been to 
eradicate this sort of prosecution by the training, by the systems, 
by the front end proactive stuff to the maximum extent possible. 

Mr. Horn. In the early 1970’s, the Nixon White House, one Pres- 
idential assistant went to Federal prison for looking at one FBI file. 
We now have cases in the White House, we still don’t know their 
reason for looking at 600 to 1,100 FBI filings, and nothing has hap- 
pened. 

Is this just we change our sense of morality in three or four dec- 
ades or are we just incompetent in terms of our processes for deal- 
ing with discipline or what? 

Mr. Dolan. Well, I don’t believe 

Mr. Horn. What would you do to change this process and make 
it very clear that this is serious business? 

Mr. Dolan. A couple of things. One is at the front end, I would 
like to be able to prevent more of it so I don’t have to explain it 
in any context of it being unacceptable. But it is plain flat out im- 
possible to occur. 

Mr. Chairman, you have been involved in big organizations, and 
I believe you know it is repetition, repetition, repetition. It is find- 
ing every possible way, every medium available to you, training, in- 
formation, communication, to continue to reinforce up and down 
the line with everybody to the point of people being tired of hearing 
you reinforce it. 

Mr. Horn. That is why I want them to sign a piece of paper and 
get it in the file. 

Mr. Dolan. They need to sign it and need to sign it and sign it. 
Because, again, the repetition, one time doesn’t do it on that score, 
either. 

Mr. Horn. Maybe they shouldn’t be working for your agency if 
they are that dumb. 

Mr. Dolan. I don’t think people who are making unauthorized 
access should be working for the agency. 

Mr. Horn. Let me move to the results bit. We talked earlier in 
some of the testimony about the Government Performance and Re- 
sults Act. In testimony to the appropriations subcommittee on the 
IRS fiscal year 1988 budget, the Commissioner stated that the IRS 
has outcome-oriented performance indicators. I assume that is in 
the 1998 budget, right? Yes, 1998 budget. Here it says 1988. Thank 
you. It is 1998, as I thought. 

The appendix to the fiscal year 1998 included several measures. 
Now, I found them rather interesting, and I would like to put it 
in the record, without objection. 

[The information referred to follows:] 
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APPENDIX 


FY 1998 Performance Measures and Targets 


Budget Level Measures 

FY 98 


Targets 

|j Mission Level •. j 

Mi«;?ion F.ffecriveness Indicator; Total Nei Revenue - I'Budoet -^-Burden) 

79.9% 

Total True lax Liability 


li Objective - Increase Compliance (IC) ! 

Total Collection Percentage 

87.3% 

Total Net Revenue Collected (in trillions) 

$1.57 

Servicewide Enforcement Revenue Collected (in billions) 

S35.2 

Sen'icewide Enforcement Revenue Protected (in billions) 

S7,5 

Serv'icewide Audit Coverage 

1.17% 

[ Objective - Improve Customer Service (ICS) [ 

Taxpayer Burden Cost (in dollars) for IRS to Collect $100 

S8.05 

Initial Contact Resolution Rate 

TBD 

j Objective- Increase Productivitv (IP) | 

Budget Cost to Collect S 1 00 

S0.47 

Percent of Returns Filed ElectronicalK 

14.0% 

” -rcent of Dollars Received Electronically 

48,4% 

! . crcent of Dollars Received Via Third Party Processors (Lockbox) 

66,3% 

Operations and Maintenance Appropriation 

Budget Activitv’ Code (BAC) Measures 

Submission Processing BAC: 

Number of Primar>' Returns Processed (in thousands) 

199,964 

Total Number of individual Refunds Issued (in millions) 

85. 5 

Processing Accuracy Rate - Paper 

95% 

Processing Accuracy Rate - Electronic Filing 

99% 

Refund Timeliness-Paper (in days) 

40 

Refund Timeliness—ELF (in days) 21 I 

Telephone and Correspondence BAC: 

Number of Calls Answered (in millions) 

|]L4 

Taxpayer Service Level of Access 

60.2% 

Taxpayer Service Tax Law Accuracy Rate 

92% 

ACS Dollars Collected per FTE (in millions) 

SL4 

Seiv ice Center (Examination) Dollars Recommended per FTE 

$480,000 

Problem Resolution Program Average Processing Time To Close Cases (District Office) 

43.4 

Problem Resolution Program Average Processing Time To Close Cases (Service Center) 

32.3 

Problem Resolution Program Otiality Customer Service Rate - Districts 

83.1% 

j ycument Matching BAC: |j 

j Document Matching Dollars Assessed (in billions) 

SI-2 II 
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Mr. Horn. This is the chart where it says fiscal year 1998 Per- 
formance Measures and Targets. It starts in with the mission effec- 
tiveness indicator, total net revenue of budget minus burden, di- 
vided by total true tax liability, is roughly 80 percent, 79.9, and 
goes down with a series of indicators on collection, where we are 
on compliance, improved customer service. You mentioned some of 
that, increase in productivity, and then various budget activity code 
measures such as processing accuracy, processing accuracy rate, 
and so forth. 

I guess I would ask why is refund timeliness used? Does it serve 
the American people well if you send out refunds in a timely man- 
ner, but they are for the wrong amount to the wrong people, and 
how do we get at that problem? 

Mr. Dolan. Well, in the first instance, in the very largest per- 
centage, in almost every instance, the right refund is going out to 
the right person in what we have identified within our customer 
service standard, which is 40 days. 

In point of fact, if you are using both electronic input and taking 
your refund to the bank, you are going to get it out considerably 
quicker than that. We do believe, Mr. Chairman, if I am following 
your question correctly, that this is a measure our customers have 
told us is important to them. It doesn’t have to be overnight, but 
it has to be predictable, and it has to be consistent. 

Mr. Horn. Are we looking at the wrong refunds and working 
that in? 

Mr. Dolan. Maybe your point is to refund fraud. Is that your 
point? 

Mr. Horn. Let me just read you a little bit, a paragraph from 
the IRS Management Report, High Risk Series, U.S. General Ac- 
counting Office, February 1997. 

“When we first identified filing fraud as a high-risk area in Feb- 
ruary 1995, the amount of filing fraud being detected by IRS was 
on an upward spiral. From 1991 to 1994, the number of fraudulent 
returns that IRS detected rose from 11,168 to 77,781, and the total 
amount of fraudulent refunds detected rose from $42.9 million to 
$160.5 million. In 1995, after being urged to take immediate action 
by us. Congress and the Treasury task force, IRS introduced new 
controls and expanded existing controls in an attempt to reduce its 
exposure to filing fraud. Those controls were directed toward ei- 
ther, one, deterring the filing of fraudulent returns; or, two, identi- 
fying questionable returns after they had been filed.” 

Then it notes that “To deter the filing of fraudulent returns, IRS 
took several steps that were focused on electronic filers. As a result 
of these steps, IRS, one, expanded the number of upfront filters in 
the electronic filing system designed to screen electronic submis- 
sions for problems, such as the missing, or incorrect Social Security 
numbers, to prevent returns with these problems being filed elec- 
tronically, and strengthened the process for checking the suitability 
of persons applying to participate in the electronic filing program 
as return preparers or transmitters by requiring fingerprint and 
credit checks,” all of which are good moves. 

“To better identify fraudulent returns once they have been filed, 
IRS placed an increased emphasis in 1995 on validating the Social 
Security numbers on filed paper returns and delayed any related 
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refunds to allow time to do these validations and to check for pos- 
sible fraud. IRS also improved its Questionable Refund Program 
by, one, revising the computerized formulas used to score all tax 
returns as to their fraud potential, and, two, upgrading the elec- 
tronic Fraud Detection System to give staff better research capa- 
bilities.” 

I will put the rest in the record. I will not bore you with reading 
it. You are probably well familiar with it. 

[The information referred to follows:] 
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Correcting the problems and improving 
collections will require long-term and 
continuous efforts. To ensure that these 
efforts are on the right track, irs needs a 
comprehensive strategy that involves all 
aspects of irs’ operations. As part of this 
strategy, irs needs to set priorities; 
modernize outdated equipment and 
processes; and establish goals, timetables, 
and a system to measure progress. 


When we first identified filing ftaud as a 
high-risk area in February 1995, the amoimt 
of filing fraud being detected by irs was on 
an upward spiral. From 1991 to 1994, the 
number of fraudulent returns that iRS 
detected rose from 11, 168 to 77,781, and the 
total amount of fraudulent reftmds detected 
rose from $42.9 mUlion to $160.6 million. In 
1995, after being urged to take immediate 
action by us, Congress, and a Treasury task 
force, IRS introduced new controls and 
expanded existing controls in an attempt to 
reduce its exposure to filing fraud. Those 
controls were directed toward either 
(1) deterring the filing of fraudulent returns 
or (2) identifying questionable returns after 
they have been filed. 
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To deter the filing of firaudulent returns, ms 
took several steps that were focused on 
electronic filers. As a result of these steps, 
IRS (1) expanded the number of upfront 
filters in the electronic filing system 
designed to screen electronic submissions 
for problems, such as missing or incorrect 
Social Security Numbers (ssn), to prevent 
returns with those problems from being filed 
electronically and (2) strengthened the 
process for checking the suitability of 
persons applying to participate in the 
electronic filing program as return preparers 
or transmitters by requiring fingerprint and 
credit checks. 

To better identify fraudulent returns once 
they have been filed, ms placed an increased 
emphasis in 1995 on validating ssns on filed 
paper returns and delayed any related 
refunds to allow time to do those validations 
and to check for possible fraud. IBS also 
improved its Questionable Refund Program 
by (1) revising the computerized formulas 
used to score all tax returns as to their fraud 
potential and (2) upgrading the Electronic 
Fraud Detection System (efds) to give staff 
better research capabilities. 

iKs’ efforts produced some positive results. 
For example, the number of ssn problems 
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identified by the electronic filing filters 
increased from about 1 million in 1994 to 
about 4. 1 million in 1996, In addition, about 
350 persons who applied to participate in the 
electronic filing program for 1985 were 
rejected because they failed the new 
fingerprint and credit checks. iRS’ efforts to 
validate ssns on paper returns produced over 
$800 million in reduced refunds or additional 
taxes. Unfortunately, lES identified many 
more ssn problems than it was able to deal 
■with and released about 2 million refiinds 
without resolving the problems. 

Despite the generally positive results, there 
is insufficient information available to 
determine which of ms’ actions have had a 
significant impact on either detecting or 
deterring filing fraud. lES conducted some 
studies in 1995 and 1996 that may shed some 
light on the effects of its changes and 
upgrades, but lES has not released the results 
of these studies. 

The number of fraudulent returns identified 
by IRS has declined recently, firom 77,781 
fraudulent returns involving refunds of 
$160.6 million in 1994 to 62,309 fraudulent 
returns with refunds of $131.7 million in 

1995. That downward trend continued in 

1996, at an even more significant pace. 
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During the first 9 months of 1996, ms 
reported detecting 20,621 fraudulent returns 
invohing refunds of $55.4 million, compared 
with 59,241 returns totaling $124.8 million in 
the first 9 months of 1995. There is 
insufficient information available to 
determine whether the decline was the result 
of staff reductions, changes in the program’s 
operating and reporting procedures, or a 
general decline in the incidence of fraud. 

iRS’ efforts to control filing fraud are also 
constrained by the relatively short time 
available, after a return is filed and before 
any refund is issued, in which to identify a 
questionable return. Therefore, it is critically 
important for ies to (1) optimize the controls, 
such as upfront filters, that are intended to 
prevent the filing of fraudulent returns and 
(2) maximize the effectiveness of available 
staff. Modernization is the key to achieving 
these objectives, and electronic filing is the 
cornerstone of that modernization. 

As discussed previously, one of the benefits 
of electronic filing is the ability to build 
controls into the system, in the form of 
filters, that prevent returns with certain 
problems (such as incorrect ssns) from being 
filed electronically. lES cannot identify those 
kinds of problems on paper returns imtiil 
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after the returns are filed and, as happened 
in 1995, is limited in the number of cases it 
can pursue by the number of staff available. 
One solution to this dilemma is to increase 
the percentage of returns filed electronically. 
iRS’ business vision calls for increasing the 
number of electronic returns to 80 million by 
2001. However, our analysis of recent filing 
trends indicated that only about 33 miUion 
returns are expected to be filed 
electronically by 2001. To achieve its goal, 

IRS must first identify those groups of 
taxpayers who offer the greatest opportunity 
to reduce iRS’ paper-processing workload 
and operating costs if they were to file 
electronically, irs must then develop 
strategies that focus its resources on 
eliminating or lessening impediments that _ 
inhibit those groups from participating in the 
program. As of early January 1997, irs was 
finalizing its electronic filing strategy. 

The EFDS enables irs to use its staff more 
effectively by automating a process that had 
been labor and paper intensive and by 
enhancing the staffs research and query 
capabilities. To date, efds has been used 
primarily on electronic returns, which 
accounted for only about 13 percent of all 
individual income tax returns filed in 1996. 
IRS had planned to expand efds to all paper 


Page 33 


GAOyHR-97>8 IRS Management 



215 


High-Risk Areas 


returns, but it is unclear how those plans will 
be affected by ms’ recent decisions to 
terminate its m^or paper processing 
modernization project (the Document 
Processing System) and to consider other 
options for processing paper returns. 
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Mr. Horn. But, again, are we treating the electronic forms on re- 
funds differently and permitting more errors to get through simply 
because they haven’t filed in paper? Filing in paper, programs you 
have more time to deal with that. So where are we between those 
two filings? 

Mr. Dolan. It is a great question because it is actually just the 
reverse. Part of what gets lost in the GAO narrative is, there is a 
little bit of apples and oranges between the kinds of returns that 
are being detected because not when the GAO first discovered this, 
but when we discovered it and the GAO then began writing reports 
on it, part of what we understood about both the paper and the 
electronic side were there were insufficient filters. 

What was happening on the electronic side was you had, my 
term, some “bozo criminals” out there putting together various 
scheme and trying to game the electronic system. What we have 
done over the past several years, particularly with the filters, is 
make it far less possible — it is impossible, I never want to say im- 
possible — highly unlikely today that a bogus Social Security num- 
ber is going to get through the electronic processes because of the 
way the electronic screens are able to look at all that data and ba- 
sically pull any of the mismatches out. So what happens today, 
what used to show up as a casework further downstream, is those 
cases which are rejected up front. 

Now, in the instance where it is not anybody with fraudulent in- 
tent, but somebody who transposed their daughter’s Social Security 
number or forgot their spouse’s or didn’t make an adjustment of 
maiden to married name, those things reject, but don’t ever get in 
the system. They reject, but are able to be corrected and, when cor- 
rected, they process through. In the early years we were relying al- 
most exclusively on catching those on the back end, particularly on 
the electronic side. We are able to detect much, if not all, of that 
on the front end. 

Mr. Horn. Let me move to another indicator here and that is the 
number of calls that are taken. I think, wouldn’t you agree, that 
it isn’t the fact that you talk to the people over the telephone, but 
isn’t the real measure a measure of the outcome — such as the call 
is correctly answered. I know from time to time we have all seen 
stories where they have checked the same question at different re- 
gional offices and gotten different answers. I have forgotten if you 
have an internal review like that. So could you tell me a little 
about it? Why don’t we have as one of the results indicators the 
accuracy of the response rather than simply the fact that, yes, I 
talked to a taxpayer. 

Mr. Dolan. We do, Mr. Chairman. We actually have two other 
metrics that I think make your point. One is the actual accuracy 
rate. You are quite correct that in years past it was quite a cele- 
brated cause, what the quality rate of the IRS was, and a lot of 
pundits had a lot of fun with that. For the last several years, the 
GAO and IRS have actually had their acts pretty well together. We 
have had a protocol for doing test calls and evaluating quality. It 
is posted weekly. It is tracked very carefully. At least on the appen- 
dix I have, which if it is the same one you are looking at, toward 
the bottom, maybe a third of the way to the bottom of that, it is 
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something called “Taxpayer Service Tax Law Accuracy Rate,” 92 
percent, that would be one of the metrics we would use. 

The other one, up toward the top of that page, under something 
called “Objective — Improve Customer Service,” you see something 
called “Initial Contact Resolution Rate.” That is another metric 
that we think is very important, because we want the person to 
call, ask their question, and we want a person capable of resolving 
that issue then, not having to write us, or call us back. 

So those three things would work in concert as a function of how 
well we are doing our customer service. 

Mr. Horn. How is that 92 percent arrived at? Is that simply a 
random sample check of your people or do you know what they 
have said on each call? How can you, unless you tune in and tap 
them, how do you know? 

Mr. Dolan. It is actually a very precise formula, agreed upon by 
the GAO before the start of the filing season, where you take a spe- 
cific category of calls, numbers, and you place a specific set of test 
calls that will give you statistical reliability of the result. You take 
that at the front of the season, you agree with GAO, and you have 
test calls made throughout the season. We report site-by-site so 
that every site is able to track week-to-week not only their gross 
quality rate, but know where they are falling below on a particular 
set of answers. So it is a fairly elaborate process designed to give 
us that kind of feedback. 

Mr. Horn. What else do you think needs to be done in that area 
to improve accuracy? 

Mr. Dolan. Well, we have got a significant number of automated 
systems that I think at the end of the day will take what I would 
call some of the more easy traffic off of the system, so that some- 
body who really has a relatively routine question, and is com- 
fortable with the automated systems, that you can move that traf- 
fic off into those systems, thereby giving not only greater access, 
but knowing that the human beings that you have working on the 
phones are ones that you could continue to specialize. So at least 
arguably you wouldn’t have to spend as much time answering, 
where is my refund or can I claim this dependent, and maybe 
somebody becomes more skilled in some of the more technical 
areas. So being able to provide depth of training to a greater range 
of our employees, I think that is the next best thing we can do. 

Mr. Horn. What do you think of the rest of the appendix, what 
do you think the best outcome measure is? If you as a manager had 
to look at one thing, what would be the one that meant the most 
to you as to how the agency is doing? 

Mr. Dolan. As a manager, the first thing I would want to do is 
make sure that I knew where my board of directors was going to 
come with that answer; because I would probably tell you at any 
given time, I am trying to balance a success in both access and ac- 
curacy of my customer service; as well as my ability to collect my 
accounts receivable; and as well as my ability to place the rest of 
my compliance resource across those parts of the tax gap that are 
most significant. 

So I think we are always in a balancing exercise. And then over- 
laid on that, I would say I would hope I am seeing productivity out 
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of all corners. That is kind of the horse race we find ourselves in, 
not always with a board of directors that sees it the same way. 

Mr. Horn. You might want to file this for the record, if you are 
not prepared to deal with it now, but the last point I have on that 
appendix is which of those indicators do you regard as outcome ori- 
ented? Do they meet the definition of an outcome indicator envis- 
aged in the Government Performance and Results Act? I don’t 
know if you had a chance to review all these. 

Mr. Dolan. I will be happy to take your invitation of giving you 
something for the record. 

Mr. Horn. Just file it in the record then and we will take a look 
at it. 

[The information referred to follows:] 

The IRS considers the following measures to be outcome oriented: 

• Mission Effectiveness; 

• Total Collection Percentage; 

• Total Net Revenue Collected; 

• Servicewide Enforcement Revenue Collected; 

• Servicewide Enforcement Revenue Protected; 

• Taxpayer Burden Cost for IRS to Collect $100; 

• Initial Contact Resolution Rate; 

• Budget Cost to Collect $100; 

• Percent of Returns Filed Electronically; 

• Field Examination Dollars Recommended; and 

• Field Collection Dollars Collected. 

The General Accounting Office recently completed a review of the results orienta- 
tion of selected federal regulatory agencies and generally agreed that the IRS Objec- 
tive Level Measures were outcome oriented. In addition, most of the measures in 
the President’s Budget Submission for IRS were intended to fulfill the GPRA An- 
nual Performance Plan requirements. 

Mr. Horn. Let me ask you now on the lien problem, that has 
come up before, and we have some horror stories of course that 
often occur. 

All of us have district offices, as you know, where we have a staff 
that operates, as the Swedes would call it, in an ombudsman role, 
where if they have problems with any Federal agency, we try to be 
helpful with them. 

I must say your congressional relations people at Laguna Niguel 
have been outstanding. When we needed help, they have done a 
very fine job and have been very receptive. 

I noticed this article in the Washington Post, Albert B. Crenshaw 
wrote called “A Struggling IRS Collects Its Fair Share of Prob- 
lems.” They have this one case, and I am sure you are knowledge- 
able of it: Betty and Gerald Wesley of Annapolis. The difficulties 
for the Wesley’s began after they missed a payment in November, 
when Gerald Wesley became sick. The Internal Revenue Service 
sent a notice that unless the couple caught up in 30 days, the in- 
stallment agreement would be canceled and the full amount would 
be due. So the Wesleys quickly arranged a personal loan and paid 
up 4 days later. They made their next payment as scheduled and 
were confident the issue was behind them. 

On February 7th, however, the IRS seized the checking account, 
leaving them with 23 cents in cash. The matter was straightened 
out. The lien on their account was lifted the following Tuesday. The 
Wesleys, meanwhile, were left shocked and mystified at their expe- 
rience. “Nobody at the IRS can explain why this happened. They 
honestly do not know,” Betty Wesley said. 
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The reason that case interests me, I had a case exactly like that 
about a year ago where one part of the IRS was moving with a lien, 
the other part of the IRS was settling with the individual. When 
the individual got back, he found all his accounts tied up, and the 
fact was that he couldn’t pay his workers and he couldn’t pay his 
tax bill. 

So how many of these do we have floating around where the 
right and left hand don’t know what each other is doing? 

Mr. Dolan. If you will permit me, what I would like to do is ask 
John Dalrymple to talk a little bit about the core issue you identi- 
fied in the lien issue. That will shed some general light. John? 

Mr. Dalrymple. The issue around filing Federal tax liens that 
you mentioned earlier — those are generally filed by our field per- 
sonnel. And once that lien would have been filed on the taxpayer, 
when we went to execute on it, the taxpayer sent a payment in, 
in a particular case the Wesleys, it is possible that the payment 
showed up after the lien or levy had been effectuated at the bank. 

The process is that the bank is to generally hold the funds, notify 
the taxpayer they are going to be held for a period of time, and 
then the taxpayer has an opportunity to deal with the service be- 
fore those funds are actually taken and given back to the taxpayer. 

I can’t really talk about this case specifically, but that is what 
generally is supposed to happen. 

Mr. Horn. Well, if you could, since it has appeared in the papers, 
let’s get a little analysis of the case, put it at this point in the 
record as to what happened and what went wrong. Is it commu- 
nication and have we got some management process by which that 
can be checked? Because, let’s face it, that is a real shock when you 
go home and you can’t get anything because the lien is placed on 
your property, on your bank account, and all the rest. 

How are you going to even make the payment if you haven’t got 
the money? 

[The information referred to follows:] 

Section 6103 of the Internal Revenue Code prohibits the disclosure of any teix- 
payer’s tax return or return information. This prohibition includes providing an 
analysis of the Wesley’s case. 

Mr. Dalrymple. I should make an explanation between lien and 
levy, because they are two different things. I think what is de- 
scribed in the newspaper article is a levy, which generally arises 
out of a lien. A lien, of course, attaches to property. But until you 
actually effectuate some action, such as a levy, then it just has the 
effect of notifying other creditors that the IRS, in fact, is a creditor 
itself, protecting the Government’s interest. 

Mr. Horn. Let me pursue the year 2000 problem for a little 
while. This subcommittee started that discussion back in April 
1996 with the executive branch, and just perhaps, Mr. Gross, I 
read a lot about you in Time Magazine here. I want to put the 
Time’s story in the record. It says Arthur Gross, the Assistant IRS 
Commissioner who is “the agency’s first world-class information 
systems officer,” so I am looking for a lot out of you with the en- 
dorsement of Time. 

[The information referred to follows:] 
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Its klutzy computer system costs the 
Federal Government $150 billion a year 
in uncollected taxes and makes the 
agency an easy mark for cheats 

By RICHARD STENGEL WASHINGTON 


THE SMALL BRONZE LETTERS ON THE OUTSIDE OF THE SEVEN-STORY NEOCLASSICAL 
building on Constitution Avenue spell out the following: 

ERNAL REVEN E SE VICE 
Despite the missing characters, the second two words are teased out easily enough: 
REVENUE SERVICE. But the first word Is puzzling, eternal revenue service? pa- 
ternal REVENUE SERVICE? INFERNAL REVENUE SERVICE? Perhaps all of the above? 

Inside, purposeful people stride down endless hallways, past frosted-glass 
doors with signs denoting collection, auditing, information— and one that 
reads office of accuracy and perfection, room 7513. But within the empire of 
the largest and most successful tax and enforcement agencyin history, there is noth- 
ing resembling perfection. Like the old Soviet Union, grand and powerful on the 
outside but an antiquated shambles within, the irs has profound problems with out- 
dated technology and outmodeld thinking that have undermined its self-described 
mission: “To collect the prefer amount of tax revenue at the least cost.” 

The agency better known for turning the thumbscrews on tax miscreants is col- 
lecting something like $150 billion a year less than the proper amount, and mis- 
spending billions doing it. Ihe iRS's mammoth nationwide collection and process- 
ing machine is a great, clanking Rube Goldberg contraption, a computer system that 
has long been disastrously and inexplicably inept— so much so that the agency al- 
lowed some 5 million suspect returns to go unexamined in 1995. 

Despite being tethered to hardware that was state-of-the-art when color tele- 
vision was a novelty, the agency harvested about $1.5 trillion from more than 
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200 million individual and corporate tax- 
payers in 1996. Over the past decade it has 
spent nearly $4 billion in an attempt to 
bring its computers up to date. But Arthur 
Gross, the assistant iRS commissioner who 
is the agenc/ s first world-class information- 
systems officer, concedes that the irs’s 
computers “do not work in the real world.” 

Tile Creaky System Invites Scams 

CROSS DESCRIBES THE IRS’S INFORMATIOK 
network as a “stovepipe” system— vertical- 
ly aligned computers that do 
not communicate with one 
another. Tracking down the 
records of a single taxpayer 
means getting access to as 
many as nine different com- 
puter systems. The once 
vaunted iRS computer sys- 
tem has trouble accompli^- 
ing what would seem to be 
the most basic of functions: 
reconciling Social Security 
numbers, W-2 forms and 
even the number of children 
in a household. Notes Gross: 

“Resolving ta^qiayer account 
Issues often requires consid- 
erable research on multiple 
systems and a series of com- 
plex, time-consuming tasks 
to update the various data- 
bases.” In English; You can’t 
get there from here. “Dys- 
fonctioiial as some of these 
systems may be today,” 

Gross says, “ffie iRS is whol- 
ly dependent on them.” 

Like it or not, the iRS is 
the indispensable agency. 

With its 106,000 employees, 

$7 billion annual budget and 
10 regional service centers, 
each the size of a small city, 
the IRS is the second largest 
federal agency, after the 
Pentagon. It handles in ex- 
cess of 200 million returns a 
year and sorts 1.2 billion 
pieces of information from 1,200 financial 
institutions. It reviews 60,000 employee- 
compensation plans and checks 90,000 
tax-exempt organizations. 

Americans, perhaps because they have 
a guilty conscience, think of the iRS as be- 
ing omniscient, hi feet, the iRS is often not 
paying attention at all. Your chances of be- 
ing prosecuted for a tax crime are aboutthe 
same as for being murdered on the street, 
17 in a million. Fewer than 4 of every 
10,000 nonfilers ever get caught. Not filing 
is known as noncompliance, small beer to 
the ms. “We eat $200 billion a year in 
unpaid taxes,” says Representative Bill 


Archer, chairman of tiie House Ways and 
Means Committee, which oversees the iRS. 
“All of that is fraud” The iRs’s computer 
problems, he says, “open the door to more 
and more fraud.” 

Open the floodgates, he should say. 
While you’ve been fussing over itemiza- 
tion, less solid citizens have been pillaging 
the ms, having discovered that the agency 
can’t catch them. The foundation of fraud 
detection is what professionals call “infor- 
mation matching”— reconciling all the in- 


formation supplied by the taxpayer (includ- 
ing Social Security numb^) with the 
information on W-2s and 1099 (miscella- 
neous income) forms, iiot to mention in- 
vestment income and bank transactions. 
The antiquated iRS computer system is ap- 
parently unable to do tiiis in a timely way, 
or sometimes to do it at all. Fraud happens, 
between those stovq>ipes. “The iRS does 
not have a modem customer-service capa- 
bility,” says Jeff Trinca, staff director of the 
National Commission on Restructuring 
the IRS, “the sort of thing Visa and Ameri- 
can Express do every day.” 

Frazier Todd Jr., a flimflam man from 


Atlanta, sussed out the irs’s inability to de- 
tect fraud. Todd obtained Social Security 
numbers from dozens of Atlanta women 
who lived in public housing projects. He 
then secured employer IDs from the iRS 
(making him look as if he were hiring 
them) and transcribed both numbers onto 
W-2 forms that he used to prepare elec- 
tronic returns. Todd filled in an income for 
tirese women and a figure for taxes with- 
held that was high enough to kick back a 
generous refund. Todd then took the re- 
turns to banks to obtain 
“refund anticipation” loans, 
which came throu^ within 
48 hours. Todd’s take was an 
e^imated $511,000 over two 
years (tax free, of course) be- 
fore an informant tipped off 
the IRS. He was sentenced to 
30 months in jail. 

Richard M. Hersch of 
Florida and Pennsylvania 
owned a tax-preparation 
company called Quik Tax 
Dollars that he turned into 
Quik cash. In 1991 he filed 
1^ false returns, using W-2 
forms, fictitious names and 
phony Social Security num- 
bers to get refunds for the 
phantom taxpayers. He too 
received refund anticipa- 
tion loans. When the iRS 
began to improve its con- 
trol on Social Security 
numbers, Hersch started 
using rei numbers to per- 
petrate the same scam. AO 
told, he filed 431 false elec- , 
tronic returns claiming re- 
funds of $1,131,241. He was^ 
nabbed after the iRS raided 
his office in 1993, and is 
serving five years in a fed- 
eral prison. No one knows 
how many folks pulled off 
this ruse, but it is safe to say 
that most were never caught 
Another sublimely un- 
com^cated scam involved the eamed- 
income tax credit (Eire), which gves a tax 
credit to low-income femili^ for each of 
their children. No complex accoimting rig- 
marole here. Thousands simply gave birtii 
to paper childr^ on their tax forms and 
imm^ately got their “credit” in checks 
from the IRS The cost, “a couple of billion,” 
according to former IFS Commissioner 
Larry Gibbs. But that is almost certainly a 
lowball figure. According to the restructur- 
ing commission, atleastaquarterofthe more 
than $25 baiion in refunds went to people 
who were simply ineli^ble, and an addition- 
al 35% to 40% went to foUs wtio were end- 
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tied to less credit, if any. That amounts to 
more than S5 billion annually, and as they 
say in Washington, pretty soon you’re talk- 
ing about real money. 

The ifis has hunted to catoh up with 
these scams. It ended its arrangement with 
banks in the refund-lean program in ear^ 
3595. At the rame time, it made an emer- 
gency in^allation of con^uter filters to 
screen electronic returns. “It amounted to 
the sort of front-end screen the ciedit-rard 
. industry does at fee point of sale,” says as- 
sistont IRS commissioner Ted 
Brown, With new fflters, the 
IRS diseo^ed 4.1 mfflion 
“prcblems" with Social Secu- 
rity numbers— an increase of 
more than 3 million from the 
year before. In 1995, 1.8 mil- 
lion deperulents suddenly 
disappeared firom frie sys- 
tem, and ftare were 2 millioQ 
fewer Eire clauns than the 
year before. According to the 
Government Accounting Of- 
fice, even the iRS’s cursory 
effort to v^date Social Secu- 
riQf numbers 

toms resuitai in more than 
1800 million in reduced re- 
funds or additional taxes. 

ItarMeWoms 

TKAT SAME YEAR, THE mS 

held up 6 million returns 
that seemed fishy. “The 
problem for the iRs,” says a 
staff memb^ on the restruc- 
turir^ commission, “was 
that they did not ha^ the 
ability to go after 6 million 
people, so the agency arbi- 
trarily took 800,000 to a mil- 
lion cases and tried to deal 
widi them.” According to 
tlK GAO, tho IRS released 
2 million quesdonaWe re- 
fund cheeks that year, even 
though its computers had ’ 
detected irregularities. 

IRS managers went to Congress to beg, 
plead and cajole for money to rectify the 
problem. But theft entreaties fell oa deaf,- 
ears. Congress justisn’tveiy sympathetic to 
die IBS’s real and unagined jdafrits. But . 
both sides saw eye to eye on one thing: the : 
e;ftent and nature of the swindles had to be | 
recret. No one wanted to give Americans a 
primer on how to cheat on their taxes. 

This year the iRS asserts that it has a 
more comprehensive fraud-detection sys- 
tem up and running for dectroaic filing. 
The agency will not say acactly vAat the 
new system does, though it is thought to 
be able to provide sophisteted ’'match- 


ing" across various computer networks. 

.\l3s, the fraud detection works only 
with eleetronic retoms, a mere 13% of 
those filed. There is evident* thatsome un- 
scrupulous Slere have shifted back to dd- 
foshioned paper, whidi &e «>- 

phisbeated screening. The ms recendy 
review^ some rejected electror^ returns 
only to discover that the ^me. taxpayers 
subsequently refiled on paper, using the 
same ^ony Social Security niunbas, and 
duly got their refrinds. 


Back in the i960s, at the same time that 
Beatles were w^ing about the Tax- 
' man (Tf you drive a car. III tax the street/ 
Ifyoutrytoat,rStaxyourseat”), dieir^ 
at llte IRS. ia their IBM white shirts and 
sldnay ties, were at the cutting edge of 
computer technology. The irs had auto- 
mat ite p.tx^ssang system, eventually 
gathering everydiing into 10 service cen- 
ters, with a computer nucleus in West 1^- 
giuia. For the first time, taj^i^^rs ware re- 
quired to write their Social Seemity 
number on their return. Computers, it 
seemed, couM keep back of everything. 
But by die early S70s, in the muteting 


world of computerfeadon, the ms had fefl- 
en behind. Irutead of maldng incremeatal 
changes, the ms spe&tsis;3^eassformii3ating 
an overarching caSed fee Tax Admin- 
istration Sy^to that would cost ^48 mil- 
lion and be in openftKn by the early 
The IRS presented the to Coi^ess 
shorify after fta final ponies of Wsrter^e 
(whiidi featured a paranmd President wl»> 
used the ms te hmuss his enemies). Con- 
gress was spooked by the idea of a more 
centralize dl-knowing, all-eeemg ms, 
and said no fiianks. T^ ms 
was toM ^r^ly to replace 
•wom-o^A indices: nothing 
new and nothing fmey. 

"nie ERS burrowed away 
on a new plan, known in- 
nocuously enough as the 
Service Center Replace- 
ment System, whose d^d- 
&Re for start-up was 1985. 
histead 1^5 w^ the ^ar 
the great meltdown almost 
occurred Because of com- 
puter bi^, a baddog of un- 
processed returns (in Phil- 
adelphia more than 190 
untuned envdopes con- 
taining letanis were found 
in garbage cans) almost 
brou^t the entire system to 
a halt. “We came ^ ckse as 
you can to going out of basi- 
ng” says Gibbs, vpfeo took 
ercr as ras Cmnmissioner in 
1986. 

Mtonbers of Congress 
got nervous. The <rf 

democrsQi^aadirftfear fan- 
cy c^ces— had almo^ been 
cut off. So Congress prompt- 
ly funded ms computer 
modernization. Before, the 
ms bad had a plan and no 
money; now it Itnd. monc^ 

and no plan- No m^ter. ft 
initiated a flood of progmas 
(ft state^-the-art computer 
was necessary just to keep 
track of-al! the acronyms-Aci, aes, als^ 
AUR, FAiSR, ICS, iMs). But each syftem was 
designed independendy to meet spedfic 
needs widnn^empire. Ail systems would 
te ^ die year the agency blandly 

a^uuredCongr^. WthaDdiere^iertsand 
funding, the find price t^ far what uiti- 
matdy faecan^bmvm ® fte Tax Syrtans 
Modeamfeadon pkm vm around $8 laBion. 

Modernizabon turned out to be a di^ 
tal Tbwer of Babel, Treasury Depute Sec- 
retary Lawrentte Siunmer^ dba^d widr 
lookfog after the iss, s^, “I th^ mod- 
emizatfon has gone way off trade. They 
tried to build tJte Taj MahaL” Senator Bob 
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Kerrey, co-chairman of the restructuring 
commission, describes tax modernization 
as a failure. Says Kerrey: “While the world 
has moved into the wireless age with home 
banking, aims on every comer and stock 
investing over the Internet, ins technoiogy 
has remained stagnant.” 

This year when your conventional re- 
turns go to a regional service center, tens of 
thousands of people, many seasonal hires at 
$7 an hour, will process them in much the 
same way as when the first Star Wars 
movie came out. The workers will handle 
the 200 milli on taxpayer envelopes, open- 
ing and sorting the returns into categories, 
coding and editing them and then labori- 
ously tapping much of the data into an out- 
of-date keypunch system. 

Teshns Dreams 

THE ALPHABET-SOUP 
modernization programs 
make up a scrap heap of 
failed technology. Here- 
with the iRS’s roll of 
glitches: 

► SCRIPS. The Service 
Center Recognition/Im- 
age Processing System 
was meant to enable the 
IRS to “read” tax forms. 

The original cost was 
pegged at $133 million, 
later rising to $288 mil- 
lion. The IRS initially 
predicted it would save 
$17 billion in labor costs, 
but by last year the 
agency said scrips 
would in fact eat more 
money than it saved. 

Cost to taxpayers to 
date: $209 million. 

► dps. Like SCRIPS, the Document Pro- 
cessing System was meant to create “opti- 
cal images” ffoin paper returns, converting 
them to a readable format for the agency’s 
computers. A number of states have such a 
system, yet the gao’s Rona Stillnian de- 
clared DPS “a complete fiasco.” The $1.3 
billion project was scrapped. Cost to tax- 
payers: $284 million. 

► CAPS. The Corporate Accounts Process- 
ing System was meant to create a single in- 
tegrated database of taxpayer account 
information. The idea was to resolve cor- 
porate issues immediately via access to the 
CAPS database. The system was axed. Cost 
to taxpayers: $179 million. 

► icp. The Integrated Case Processing sys- 
tem was .supposed to permit customer- 
service representatives to access in one 
step all the data needed to answer taxpay- 
er questions or resolve problems. It foiled. 
Cost to taxpayers: $44.8 million. 


► Cyberfile. This program was meant to al- 
low taxpayers to file returns through their 
home computers. It fizzled. Cost to taxpay- 
ers: $17 mfllion. 

In all, according to Cross, 12 major irs 
modernization programs have been either 
canceled or put on hold. Not aO the money 
was wasted. A billion dollars went to up- 
grade aging systems and improve customer 
service. But the GAO is not sure about the 
rest. The problem, it says, is that the irs 
keeps such lousy books the agency can’t ac- 
tually account for it “They can’t come any- 
where near demonstrating how they spent 
this money.” says Stillman, llie gao claims 
that if the IRS were a business, its accoun- 
tants' would not be able to sign off on its fi- 
nancial statements. 

Tlie IRS has a monster future problem to 
deal with: the double goose-egg, better 
known as the millennium 
dilemma, nis computers, 
like ffiose of most busi- 
nesses, use only two dig- 
its to denote die year, so 
when the clock strikes 
midni^t on Dec. 3L 
1999, the computers will 
assume it’s 1900. Without 
a fix, thousands of Amer- 
icans could get bills dun- 
ning them for decades of 
delinquency— or unde- 
served refimds of consid- 
erable proportions. Be- 
cause of the threat of a 
great crash at the turn of 
die century, says irs 
Commissioner Margaret 
Richardson, the agency 
is deferring “all but criti- 
cal and legislatively man- 
dated legacy systems changes during fiscal 
year 1997.” More delay. 

The situation on Constitution Avenue is 
not altogether bleak. That the iRS is publicly 
acknowledging problems is a sign that it 
is on the road to remedying them. The 
agency is not entirely in the digital Dark 
Ages. It has a nifty Website {toww.irs. 
ustreas.gov), which is taking a million 
queries daily. Although it is still hit-and- 
miss to get through to a real live person on 
the phone, taxpayers who do speak to an 
IRS employee now have a 94% chance of 
getting the right answer, compared with 
63% in 1989, according to the gao. Last 
year the agency’s Telefax recorded infor- . 
mation line took 45 million toll-free calls. 

The 1997 filing season, according to the 
IRS and independent observers, is going 
swimmingly. The agency says it has “seen 
significant increases ... in electronic filing 
and telephone accessibility.” By March 21 
this year, 15.9 million electronic returns 


had been filed, 3 million more than at the 
same time last year. Testifying in late March 
at a Ways and Means Committee hearing, 
Beanna Whitlock, representing the Na- 
tional Association of Enrolled Agents, said, 
"This is not the old iRS. In many respects, 
it’s now doing a good job.” 

So is it necessary to destroy the ms in or- 
der to save it? Not quite. Remember, the iRS 
abready collects what it estimates is 86% of 
the tax pie; to get to 90% should not be im- 
possible and would mean an extra $65 billion 
or so. Gross’s game plan— making incremen- 
tal reforms and remedying the stovepipe 
problem while improving customer service 
and electronic filing— is a sensible start The 
IRS should also consider the following: 

► Get Thee a Manager. The agency has 
had four commissioners in the past four 
years, all of them green-eyeshade tax spe- 
cialists. ”1116 job requires continuity and in- 
dependence. The IRS ought to have an 
uber-manager with the stature of the head 
of the Federal Reserve. 

► Oh, for Multiyear Fundir^. The irs needs 
at least a two-year budgeting cycle. “Con- 
gress is mischievous when it appropriates 
funds and then cuts them,” says Mitchell 
Adams, Massachusetts revenue commis- 
sioner. “You can’t budget and plan that way.” 

► Outsource What You Can. Although foe 
IRS has long resisted this on privacy 
grounds, there are tasks (like hassling peo- 
ple for money) that are not confidential 
and might be done better by commercial 
agencies. The irs has realized this as well. 
According to Treasury’s Summers, foe 
agency is already contracting out 64% of 
rriodemization work in 1997, compared 
with 40% in 1995. 

► Be at the Table. Congress proposes, foe 
IRS disposes. Tax legislation is drafted 
wifoout reference to the consequences for 
the IRS. Let foe exigencies of tax collection 
guide the framing of tax legislation. 

► Weed Out the Bureaucracy. Tc^ man- 
agers have overseen foe foilure of modern- 
ization. They’ve had their chance. The 
quality of agents is declining. Morale is 
low. Broaden foe merit pay system: foe fact 
that managers have it but not those in foe 
field creates an unhealthy rivalry. 

This IS a nation founded on a tax revolt. 
No one wants a meddlesome Big Brother tax 
system foat can find your odd sock for you, 
but it ought to be as capable as American Ex- 
press or Citicorp. CWseled above foe en- 
trance of the JRS building in Washington is an 
Oliver Wendell Holmes axiom: “Taxes are 
what we pay for civilized society.” Ameri- 
cans also pay for the agency that collects 
those taxes, and th^ have a right to expect 
not perfection but efficiency, —f^portad by 
Brace van Voont/WaMn0on. Sara ABsJBastoti 
and $.C Gwynae/Auatbi 


Ihesituationis 
notaKo^er 
bleak. Ibat the 
IRS acknowledges 
problems is a 
si^ that it is on 
the road to 
remedying them 
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Mr. Horn. I remember the words of the late George Murphy 
who, when he was in the Senate, when one day I questioned some 
article he was going to read as a Senate staff person, he put his 
arm around me and said, Steve, it is in print, it has got to be true. 

I assume, Mr. Gross, it is all true and you are going to solve the 
problem. So how are you solving it? 

Mr. Gross. The century date problem for the IRS is a world-class 
problem. We have more than, potentially more than 100 million 
lines of computer code that are embedded in our core business sys- 
tems and a variety of our field systems. Since April, we have made 
a very aggressive, as GAO reported, a very aggressive effort to gain 
command and control of the core business systems, the systems 
that process the 200 million tax returns, and the hundreds of mil- 
lions of payment records that account for $1.4 trillion in tax pay- 
ments each year. 

I would say at this point we have reasonable command and con- 
trol of the century date conversion for those core business systems, 
and it is far more complex than simply the application systems. 
There are major infrastructure problems. What I mean by that is 
that we have more than 50 mainframe computers that have to 
interact with each other that support these core business systems 
across our 10 service centers and 2 computing centers. The century 
date conversion plan that we have developed and are in the midst 
of executing provides, therefore, not just for the application code 
analysis and conversion, but also the upgrade, where applicable, of 
the infrastructure, the mainframe platforms, the telecommuni- 
cations, that support those systems. 

The second part of the century date challenge for the IRS are our 
field systems. While those systems do not provide for the core busi- 
ness support processing tax returns, issuing refunds, processing tax 
payments, they are, nevertheless, important to the business of the 
Internal Revenue Service. And for those systems we are in the 
midst of an inventory of both the application code and the infra- 
structure upon which that application code functions. 

We do not know what we do not know. What I mean by that is 
until we complete that inventory of those field systems, we are not 
going to be in a position to assess the extent of the problem or to 
execute a plan. Our projection is we should have most of that in- 
ventory completed by June 1997, this June, and once that inven- 
tory is completed we will be able to provide a much more detailed 
decomposition of both the problem, the resources to correct it, and 
the plan for executing. 

Mr. Horn. I should say for the record that what we are talking 
about here is back in the 1960’s, when you got your present com- 
puter system, we didn’t have very much capacity in computers in 
those days, and somebody had the bright idea, why use a 4-digit 
year, let’s just put in “66” instead of “1966.” They knew it would 
be a problem, but they figured technology would take care of it 
somehow. 

I take it, then, your computers from the 1960’s have essentially 
used the 2-digit year; is that correct? Or was there a point where 
you have changed to the 4-digit year? 

Mr. Gross. Your first statement is correct. Not only our com- 
puter systems of the 1960’s, but like many corporations and other 
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Government agencies, even computer systems developed in the 
1970’s, 1980’s, and even early 1990’s, typically have the 2-digit date 
field. That means that the application code analysis and conversion 
covers more than simply the legacy systems built in the 1960’s. It 
also covers a variety of applications built in the 1980’s and 1990’s, 
and, interestingly enough, the commercial products that are pur- 
chased even as late as the mid 1990’s are not necessarily century 
date compliant. What that means is that we need to also evaluate 
each and every one of our commercial off-the-shelf products to as- 
sess compliance. 

We have initiated procurement and acquisition guidance to our 
procurement office so that since December 1996, we are not acquir- 
ing any commercial products until and unless they are validated 
and certified as century date compliant. 

Mr. Horn. In brief, what happens when you get to the year 2000 
with a “66” in there and it becomes suddenly “00” for the year 
2000, the computer doesn’t know what to do, and you get some mis- 
information. Someone mentioned the other day, I don’t know if it 
is true, that various delinquencies were issued, it was primarily in 
the Pentagon, I didn’t know if that had happened at IRS, but I 
think they got a 1997 year delinquency, because something flipped 
over into the year 2000 and just sent the notice out. So that it had 
to be corrected. 

Have you had any problems at this point? 

Mr. Gross. Mr. Chairman, we have identified those application 
systems that do project out in the current year, and we have al- 
ready converted more than 200 systems that have future year 2000 
or beyond implications. So, to date, we have been able to avoid that 
kind of a problem in the IRS. 

Mr. Horn. Now, presumably the figure that the Gartner Group 
gave us way back in April was that it would be a $30 billion Fed- 
eral problem, a $600 billion worldwide problem on private and pub- 
lic computers, and the U.S. share would be half that, because we 
have half the computers in the world. 

The administration when it sent up its budget for fiscal year 
1998 said it is a $2.3 billion problem. When we listened to Assist- 
ant Secretary Paige in the Pentagon, who is in charge of that area, 
said we have just started trying to figure out what we are facing 
in the year 2000. And we had submitted $1 billion of that $2.2 or 
$2.3 billion, I guess I would ask, how are you analyzing the code? 
Can you put a price on it in terms of the human resource help or 
technical help that you have to get to solve the problem? What are 
some of the problems that you are dealing with? 

Mr. Gross. Of the 100 million lines of codes that we are esti- 
mating, 62 million lines of code are in our core business systems 
for which we have identified a plan of conversion. Our projections 
are that we will be spending approximately $2.50 per line of code 
for that conversion. That is based on an estimated 1,780 work 
years of effort from the date that conversion began to the date it 
is projected to be completed. We have not yet identified the total 
all in costs for the infrastructure upgrades necessary to support the 
core business systems, nor have we estimated the cost of the con- 
versation for the field applications, and we will not be able to do 
so until we complete that inventory. 
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Mr. Horn. That is very helpful. 

Well, gentlemen, I know we have kept you a long time. We have 
some other questions. If you don’t mind following our usual proce- 
dure, we will submit them to IRS. If you would give us a reply, we 
will put it in at this point in the record. 

[Folowup questions and responses follow:] 
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1. You are deferring ail but critkal and legislatively mandated legacy system changes 
daring FY 1997. Does that include making changes required to comply with the 
Government Performance and Results Act in regard to setting up performance 
measurement systems, and making changes to improve revenue accounting financial 
management? How is this going to impact Treasury’s agency-wide audit due this 
year and the government-wide audit due nest year? 

In order to improve the financial data reported on our custodial financial statements, IRS 
has identified all necessary snhancements/modifications to existing legacy systems as 
critical for revenue accounting. This will ensure that revenue inforaiation necessary for 
the Department’s and the government-wide audits is proper and substantiated. 

With respect to performance measurement systems, there is a contractor currently in- 
house who is working with the IRS to develop a performance measures strategy. 


2. The IRS is in the process of competitively acquiring a Systems Engineering and 

Technical Assistance (SETA) contractor to provide technical, program, and project 
management gaidance to the modernization effort. The Treasury Modernization 
Management Board is preparing the RFP to implement the pregraia. How are you 
going to ensure that the project does not end up a flop like the CyberHIe project? 

Departing from past practice, the Internal Revenue Service (IRS) is issuing a Request for 
Comments (RFC) to initiate the process for competitively acquiring a Prime Systems 
Services Contractor, hereinafter known as the “PRIME,” that would assume primary 
responsibility for systems development and integration 

-Additionally, to augment the IS organization’s capacities and capabilities, the IRS is 
competitively acquiring a Federally Funded Research and Development Center (FFRDC) 
to provide Systems Engineering and Technical Assistance (SETA) contractual services 
including strategic planning, program management, independent verification and validation 
services, procurement advice and a variety of engineering services. 

Thus, it is essential for the IRS md the private sector to form a strategic partnership in 
which the IRS contributes its knowledge of tax administration and the operational systems 
and infrastructures while the private sector provides project management, reengineering, 
systems engineering, design and development and integration expertise. 
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3. In testimony, the IRS has said that it plans to “augment the revenue accounting 

information to meet the requirements of the CFO Act.” How specifically will this be 
accomplished? 

Beginning with the rY1995 statements, we implemented a strategy of developing financial 
statements from the detail Master File (taxpayer accounts) that would provide an audit 
trail back to the detail transactions by tax type (individual, social security, etc.). For the 
FY1995 and FY1996 audits, in cooperation with the GAO, we began extensive analysis 
and documentation of all revenue transaction flows and source documentation. Detailed 
flowcharts were prepared to document revenue flows between RAGS and supporting 
feeder systems. Site visits were made with the GAO to all service centers to validate these 
flowcharts and further document detailed transaction flows that were unique to a service 
center. This was done to refine our process to generate detail transaction data from the 
Master File. 

As a result of GAO’s recommendations and the Service’s intent to have audited revenue 
information, we have initiated methods of obtaining financial information which can be 
substantiated from our current systems. Also, to ensure that management and staff are 
aware of required actions and due dates, the CFO organization has put into place a written 
action plan for preparation of our financial statements wWoh addresses all key milestones. 
A status report on this action plan was delivered to the Subcommittee in I*larch of this 
year. 
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Mr. Horn. I thank you all for coming, and I wish you well, be- 
cause you have a tough joh. But the key part I think, before you 
get computer systems or anything else, is to think through what 
you are doing from a management standpoint and try to get some 
integration of those numerous computer systems you have got right 
now, which I guess you are trying to figure out, Mr. Gross, how to 
get them to talk to each other effectively. And hopefully you field 
the equipment off the shelf without sitting around doing what FAA 
and your predecessors did, getting the last ultimate system. You 
are never going to get it. You just need to take it off the shelf, I 
would think. Is there anything on the shelf that makes sense for 
use with IRS? Or does everything have to be redesigned from 
ground zero? 

Mr. Gross. There are systems in the commercial market, for ex- 
ample, financial reporting systems that have applicability to our 
environment. Part of our modernization plan for the future is to 
identify the application of commercial products in lieu of custom 
development, to the extent possible. 

Mr. Horn. Good. I think that is a sensible way to go. Thank you 
all for coming. 

We have one more panel, one witness, Mr. Trinca, the Chief of 
Staff of the National Commission on Restructuring the Internal 
Revenue Service. Please come up. If you would stand and raise 
your right hand. 

[Witness sworn.] 

Mr. Horn. Let the clerk note Mr. Trinca has affirmed that oath. 

Jeffery S. Trinca has been Chief of Staff of the National Commis- 
sion on Restructuring the Internal Revenue Service for how many 
months now? 

Mr. Trinca. Ten months, sir. 

Mr. Horn. About a year. And the Commission reports when? 

Mr. Trinca. The end of June. 

Mr. Horn. The end of June. Could you tell us a little bit about 
the interim thinking of the Commission in terms of the IRS? 

Mr. Trinca. Yes, sir. 

STATEMENT OF JEFFERY S. TRINCA, CHIEF OF STAFF, NA- 
TIONAL COMMISSION ON RESTRUCTURING THE INTERNAL 

REVENUE SERVICE 

Mr. Trinca. Thank you, Mr. Chairman. Thank you for allowing 
me on behalf of Congressman Portman to provide an update on the 
work of the National Commission on Restructuring the IRS. 

Mr. Portman, who I believe is the newest member of this sub- 
committee — 

Mr. Horn. That is correct. 

Mr. Trinca [continuing]. Sends his regrets and apologizes that 
he could not make it here this morning. 

Let me begin by telling you a bit about the Commission’s work 
to date. The Commission has 17 members; 4 from Congress, 2 from 
the administration, and 11 from the private sector or State govern- 
ment. 

Our congressional members are Senators Bob Kerrey and 
Charles Grassley, Congressmen Rob Portman and Bill Coyne. So 
this Commission is both bipartisan and bicameral. 
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The staff is made up of professionals with backgrounds in law, 
accounting, business management, and computer systems develop- 
ment. 

The Commission has a 1-year life, and the final report will be 
completed in June, as I said. Over the last 10 months, our mem- 
bers and the staff have been digging through a mountain of re- 
ports, studies, and data from the IRS. We are also conducting a 
number of our own studies, including interviews of over 275 front 
line IRS employees, most of the top IRS executives here in Wash- 
ington, discussions with business groups, tax preparers, and many 
other stakeholders. 

Additionally, we have been very active in soliciting input from 
the most important experts on the IRS, ordinary American tax- 
payers. We have communicated with many folks on our home page 
and through town meetings. We also intend to conduct a survey of 
taxpayers later this month. 

We have learned a great deal about the IRS and the challenges 
it faces. Let me briefly describe what we have found to date. Many 
of the problems of the IRS can be traced to three main areas: man- 
agement and governance at the top of the tax administration sys- 
tem; inability to deliver quality customer service to taxpayers; and 
the complexity of the tax code. 

First, in the area of management and governance, the Commis- 
sion has found an agency that is unable to set long-term strategies 
and priorities and stick with them. I would like to stress that this 
phenomenon is historical in nature and not a product of a par- 
ticular administration. 

The current IRS management and governance structure, which 
includes Congress, the Department of Treasury, and senior IRS 
management, does not ensure, one, that a shared vision for the 
agency can be developed and maintained over time; two, that prior- 
ities and strategic direction can be set and maintained; three, that 
accountability is imposed on senior management and a knowledge- 
able governing body; four, that appropriate measures of success can 
be developed and used; five, that budget and technology can be 
aligned with these priorities and strategic direction; and, finally, 
that continuity and coordination of oversight is achieved so prob- 
lems can be caught at an early stage. 

Of these, the most crucial elements necessary for a turn around 
at the agency are continuity, knowledge and expertise at the top, 
and accountability. In the Commission’s view, the major technology 
and cultural changes that the IRS needs will require a governing 
structure that is capable of setting, implementing, and achieving 
long-term goals. Many of our Commissioners have discussed pub- 
licly the possibility of creating a private sector style board of direc- 
tors of the agency, with outside expertise that is accountable to the 
President and Congress and has the authority to hold top level 
managers at the IRS equally accountable. A majority of our Com- 
missioners strongly believe that any structure put in place at the 
IRS must fulfill the six criteria cited above if it is to have any like- 
lihood of success. 

Let me briefly address another area on which the Commission’s 
findings have focused to date, customer service. The Commission 
has found an IRS that has not successfully made high-quality cus- 
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tomer service a top organizational priority. While the private sector 
has rewritten customer service standards over the last 25 years, 
IRS taxpayer service has remained essentially static or actually de- 
clined. Billing notices are confusing. Taxpayers have a hard time 
getting through on the phone. Taxpayers must contact the agency 
too many times to resolve even the simplest problems. IRS com- 
puter systems are not readily accessible for personnel to solve these 
problems once they do get through. Indeed, an IRS employee may 
have to access as many as nine different computer systems to re- 
solve a taxpayer’s problem. 

Taxpayers have become accustomed to increasingly high perform- 
ance standards from their banks, credit card companies, airlines, 
and other service organizations. They have come to expect timely, 
accurate, and respectful service from both private companies and 
public agencies. The IRS must move aggressively to close this cus- 
tomer service gap. Among other things, this involves improved 
technology, better training, and enhanced coordination between all 
elements of IRS customer service. 

Finally, the Commission has increasingly focused between the 
length of and the complexity of the tax code and the shortcomings 
of the IRS. Mr. Chairman, I realize that the tax code is a matter 
for another committee, but I would like to point out that the com- 
plexity of the code has a direct impact on the problems for tax ad- 
ministration. Even the best run IRS would have a great difficulty 
administrating the complex and ever-changing tax laws presently 
forced upon it. 

Congress and the administration often act well-intentioned but 
impose overly complex tax laws without understanding the down- 
stream problems they impose on the IRS and the average taxpayer. 
One reason is that the IRS does not have an independent voice in 
the tax writing process to make Congress and the administration 
aware of the necessary administrative changes and tax form revi- 
sions required to implement new tax laws. 

Another reason is there is no incentive in place to encourage sim- 
plicity in the legislative process, and, of course, there are some tax 
provisions that create such tax administration and compliance 
nightmares they need to be repealed. The Commission will address 
each of these issues. 

Mr. Chairman, let me conclude by saying that the Commission 
study to date has given us a good sense of where the IRS stands 
today. More importantly, though, it has helped the Commission 
create a vision of where the agency needs to be 5, 10, and 15 years 
from now. 

The Commission’s vision of the IRS for the next century is a 
service-oriented organization that will collect the proper amount of 
revenue by relying more on modern customer service practices and 
less on enforcement mechanisms. Its highly trained customer serv- 
ice representatives will be able to resolve taxpayer problems on the 
first phone call. It is an IRS that operates under a simplified tax 
code, and not on reducing inadvertent noncompliance. This summer 
the Commission will challenge the President and Congress to cre- 
ate an agency that responds to the needs of taxpayers by fulfilling 
this vision. 
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The Commission report will be comprehensive, outlining changes 
needed in Congressional oversight, Treasury governance, IRS man- 
agement, IRS operations and culture, computer systems, taxpayer 
rights and measures to simplify the tax code. This will be the first 
opportunity since 1952 for Congress to create such sweeping 
changes at the IRS. We look forward to working with the sub- 
committee. 

[The prepared statement of Mr. Trinca follows:] 
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TESTIMONY OF JEFFERY TRDVCA 
Chief of StalE National Commission on Restrnctorins the IRS 
April 14, 1997 


Mr, Chaitman and distinguished Memhsis of the Subcoimnittee, thank you for allowing 
me on behalf of Congressman Rob Portman to provide an update on the work of the 
National Commission on Restractoring the IRS. Mr. Portman sends his regrets and 
apologizes that he cannot make it here this morning. 

Let ma begin by telling you a bit about the Commission and its work to data. The 
Commission has 17 members - four from Congress, two from the Administration, and i 1 
from the private sector or state government. Our Congressional members are Senators 
Bob Kerrey and Charles Grassley and Congressmen Portman and Bill Coyne. So, this 
Commission is both bipartisan and bi-cameral. The staff is marie up of professionals with 
backgrounds in law, accounting, business management, and computer systems 
development 

The Commission has a one year life, and the final report will be completed by the end of 
June. Ov« the last ten months, our members and te staff have been digging through a 
mountain of reports, studies, and data from the IRS. We are also conducting a number of 
oar own studies, including interviews of over 275 front line IRS employees, most of the 
top IRS executives in Washington, discussions with business groups, tax preparers and 
many other stakeholders. 

Additionally, we have been very active in soliciting input from the most important experts 
on the IRS - ordinary American taxpayers. We have communicated with many folks on 
our home page and through town meetings. We also intend to conduct a survey of 
taxpayers later on this month. 

We have learned a great deal about the IRS and the challenges it faces. Let me briefly 
describe what we have found to date. We have found that many of the problems at the 
IRS can be the traced to three mam areas; (1) management and governance at the top of 
the tax administration system; (2) inability to deliver quality customer service to 
taxpayers; and (3) the complexity of the tax code. 

I. MANAGEMENT AND GOVERNANCE 

First, on its management and govemaisoe, the Comniission has found an agency that is 
unable to set long-term strategy and priorities and stick with them, 1 would like to stress 
that this phenomena is historical in nature and not a product of a particular 
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Administration. The current IRS management and governance structure, including 
Congress, the Department of Treasury and senior IRS management - does not ensure: 

(1) that a shared vision for the agency can be developed and maintained over time; 

(2) that priorities and strategic direction can be set and maintained over time; 

(3) that accountability is imposed on senior mmagement and a knowledgeable governing 
body; 

(4) that appropriate measures of success can be developed and used; 

(5) that budget and technology can be aligned with priorities and strategic direction; and 

(6) that continuity and coordination of oversight is achieved so that problems can be 
caught at an early stage. 

Of these, the most crucial elements necessary for a turn around at the agency are 
continuity, knowledge and expertise at the top, and accountability. In the 
Commission’s view, the major technology and cultural changes that the IRS needs will 
require a governance structure that is capable of setting, implementing and achieving long- 
term goals. Many of our Commissioners have discussed publicly the possibility of 
creating a private sector-style board of directors at the agency with outside expertise diat is 
accountable to the President and Congress, and has the authority to hold top level 
managers at the IRS equally accountable. A majority of oui Commissioners strongly 
believe that any structure put in place at the IRS must fulfill the six criteria cited above if 
it is to have any likelihood of success. 

li CUSTOMER SERVICE 

Let me briefly address another area on which the Commission findings have focused to 
date “ customer service and complexity of the tax code. The Commission has found an 
IRS that has not successfully made high quality customer service a top organizational 
priority. While the private sector has rewritten customer service standards over the last 25 
years, IRS taxpayer service has remained essentially static or has actually declined. 
Billing notices are confusing. Taxpayers have a hard time getting through on the phone. 
Taxpayers must contact the agency too many times to resolve even the simplest problems. 
IRS computer systems are not readily accessible for personnel to solve these problems 
once they do get through — indeed an IRS employee may have to access as many as 9 
different computer systems to resolve a taxpayer’s problem. 

Taxpayers have become accustomed to increasingly high performance standards from their 
banks, credit card companies, airlines and other service organizations- They have come to 
expect timely, accurate and respectful service from both private companies and public 
agencies. The IRS must move aggressively to close this customer service gap. Among 
odier things, this involves improved technology, better training and enhanced coordination 
between all elements of IRS customer service. 
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ni. COMPLEXITY OF THE TAX COPE 

Finally, the Commission is increasingly focused on the link between the complexity of the 
tax code - and the shortcomings of the IRS. Mr. Chairman, 1 realize that the tax code is a 
matter for another Committee, but I would like to point out that the complexity of the code 
has a direct impact on the problems for tax administration. Even the best run US would 
have great difficulty admiuistering the complex and ever-changing tax laws Congress 
foists upon the agency. 

Congress and the Administration often enact well-intentioned but overly complex tax laws 
without understanding the downstream problems they impose on the IRS and the average 
taxpayer. One reason is that the IRS does not have a voice in the tax writing process 
independent of the Treasury Department’s policy objectives to make Congress and the 
Administration aware of the necessary administrative changes and tax form revisions 
required to implement new tax laws. Another reason is that there is no incentive in place 
to encourage simplicity in the legislative process. And, of course, there are some tax code 
provisions that create such administration and compliance nightmares that they need to be 
changed or repealed. The Commission’s recommendations will address each of these 
issues. 

IV. CONCLUSION 

Mr. Chairman, let me conclude by saying that the Commission’s study to date has given 
us a good sense of where the IRS stands today. More importantly, though, it has helped us 
create a vision of where the agency needs to be in 5^1 0, and 1 5 years from now. 

The Commission’s vision of the IRS for the next century is a service-oriented organization 
that will collect the proper amount of revenue by relying more on modem customer 
service practices and less on enforcement mechanisms. Its highly trained customer service 
rqjresentatives would be able to resolve taxpayer problems on the first phone call. It is an 
IRS that operates under a simplified tax code, reducing inadvertent noncompliance. This 
summer, the Commission will challenge the President and Congress to create an agency 
that responds to the needs of taxpayers by Mfilling this vision. 

The Commission report will be comprehensive, outlining changes needed in 
Congressional oversight. Treasury governance, IRS management, IRS operations and 
culture, computer systems, taxpayer rights, and measures to simplify the tax code. This 
will be the first opportunity since 1954 for Congress to make such sweeping changes at the 
IRS. We look forward to working with the Subcommittee. Thank you. 
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Mr. Horn. We thank you for testifying, Mr. Trinca. In your re- 
view of IRS operations and activities and their goals and their role 
within our Government, has the Commission come to any conclu- 
sion as to the attributes a new Commissioner ought to have to be 
an effective executive in charge of that organization? 

Mr. Trinca. Well, we are just now reaching our recommendation 
stage of process, so it is difficult to predict totally. But I think 
going back to the points about continuity, knowledge and expertise, 
and accountability, those can be directed at the Commissioner as 
well as the 

Mr. Horn. Well, to what does knowledge apply? Is it simply 
knowledge of the tax laws and the code, or is it knowledge of how 
to run an organization? 

Mr. Trinca. It’s knowledge of how to run an organization, how 
to reengineer processes, how to bring very large, very complex com- 
puter systems and integrate them into those new processes and the 
tax laws. 

Mr. Horn. I’d like to ask the gentleman from Vermont, Mr. 
Sanders, who has rejoined us, if he has some questions. 

Mr. Sanders. Thank you, Mr. Chairman. I really want to con- 
gratulate you on conducting a very important hearing. 

Mr. Trinca, you are familiar, perhaps, with the recent reorga- 
nization plans of the IRS? 

Mr. Trinca. Yes, sir. 

Mr. Sanders. I can’t tell you what impact they are having 
around the country, but I know that there are a lot of concerns 
about them in New England and the State of Vermont. In Bur- 
lington, VT, which is our largest city, we were one of the district 
offices that was centralized. As you know, Vermont, Maine, New 
Hampshire, and Massachusetts now form one district. 

Mr. Trinca. Yes, sir. 

Mr. Sanders. And my impression is that is not working in terms 
of improving the IRS’s relationship to consumers. We have seen a 
layoff of workers in Burlington, many of whom have been frontline 
people, people able to respond to the day-to-day needs of Vermont 
taxpayers. Third, we have seen the very successful volunteer in- 
come tax assistance and tax counseling of the elderly programs 
now being coordinated out of the Boston office rather than out of 
Vermont, which has not been a good thing. And fourth, we are see- 
ing that IRS has instructed its taxpayer services personnel to route 
most telephonic inquiries by Vermont taxpayers to toll-free num- 
bers in Boston, and from what we are hearing, people are not mak- 
ing the connection, not all of those people are getting in, they are 
getting kept on hold for a long point, being shifted around and so 
on and so forth. It seems to me from what I have been hearing, 
we have talked to many tax preparation people who are also con- 
cerned about the lower quality of service. What’s your judgment on 
the recent reorganization? 

Mr. Trinca. Recently, we held two town meetings; we’re going to 
hold two more, one in Ohio, one in Nebraska. And I have to say, 
the disturbing information received in those town meetings was not 
necessarily from the unions or from the IRS employees on the reor- 
ganization, but from practitioners, enrolled agents, very much con- 
cerned that there seems to be a sense of rolling back customer 
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service in rural areas into more urban areas. One practitioner 
pointed out that this potentially could be analogous to the State, 
the Federal parks closing the Washington Monument to point out 
what happens when you cut their budgets. 

The Commission is still chewing on this issue right now, but 
there were a lot of concerns raised, and it seemed to be pretty uni- 
form across; lawyers, accountants, enrolled agents, everyone. 

Mr. Sanders. So this is not just a New England or Vermont con- 
cern? 

Mr. Trinca. No, that’s right. 

Mr. Sanders. It seems to me that if you cut back on employees 
who service people in a given region in a rural area, if you have 
a 1-800 number that is not particularly effective, in is enormously 
frustrating. Here are taxpayers up against a wall. They have an 
April 15th deadline. They are put on hold, shifted all over the 
place. That does not do anybody any good, and I think it just en- 
genders more antagonism toward the IRS. 

So what you are saying is even in the Midwest this reorganiza- 
tion is not working particularly well? 

Mr. Trinca. Yes, sir. 

Mr. Sanders. Do you have any thoughts on how those of us in 
Congress might want to respond to that? 

Mr. Trinca. I think it’s best to wait for our report from our per- 
spective than me to get out in front of our Commissioners. 

Mr. Sanders. Thank you very much. 

Mr. Horn. I thank the gentleman. Let me just ask one con- 
cluding question. Has the Commission and the Commission staff 
had an opportunity to review the Treasury plan with regard to any 
reorganization of the Internal Revenue Service? 

Mr. Trinca. Yes, sir, we have. 

Mr. Horn. Is there a reaction the Commission has at this point? 

Mr. Trinca. I think there’s some concern among some of the 
Commissioners that it deals with just pieces of the big picture. We 
hope to deal with the big picture. I think we go back to those three 
tests again on accountability, expertise and continuity. 

Mr. Horn. I take it your report then will have a critique of the 
Treasury’s proposal? 

Mr. Trinca. Not specifically. I think it will — I think that basi- 
cally the critique that’s done overall will probably stand, even with 
the Treasury. 

Mr. Horn. Well, in other words, you are going to make your own 
report, but there won’t be a closure as to detail of where the Com- 
mission feels the Treasury ought to either expand its proposals or 
think again about integration of the various functions? I mean, how 
are you going to approach that? 

Mr. Trinca. Well, I think our report in a sense will stand on its 
own. The Treasury report in some sense will take steps toward 
some of those directions they might head in, but I believe that the 
Commissioners are interested in making much more comprehensive 
and dramatic steps than were taken by the Treasury Department. 

Mr. Horn. As you know, in the legislative body the clash of ideas 
is what counts, and if the clash isn’t clear, a lot of people are going 
to go hunting, fishing, misinterpreting, so forth, and I would think 
when we have a group of experts such as you have on the staff in 
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the Commission on both parties, it would be helpful to us in Con- 
gress if the Treasury’s plan was reviewed and very pertinent points 
were made. You could reference other sections of your Commission 
report. But there’s got to be closure here for what did you think, 
what did they think, ultimately that we will use to make some de- 
cisions. 

Mr. Trinca. We have experienced quite a bit of clash on this, and 
I believe there will be a sharp contrast, sir. 

Mr. Horn. That’s the problem with too much business around 
here. We compromise it down, and then we gripe when the execu- 
tive branch issues regulations under it, when, frankly, we haven’t 
given them specific direction so they know what they are doing. 
And they say, what are those people saying; what do they mean? 

So I’d like to see something that has a real sharpness to it, and 
I think it would be helpful in the Ways and Means Committee, the 
Appropriations Subcommittee, and to the Committee on Govern- 
ment Reform and Oversight, and this subcommittee in particular. 

Mr. Trinca. Yes, sir. Thank you. 

Mr. Horn. We thank you for coming. I want to thank the staff 
that developed this hearing, J. Russell George, the staff director of 
the Government Management, Information, and Technology Sub- 
committee; and Anna Miller, who is on my immediate left, profes- 
sional staff member that prepared the hearing; John Hynes, profes- 
sional staff member who has been a lot of help in letting the world 
know this hearing has existed; Andrea Miller, our clerk, faithful, 
helpful; and David McMillian, professional staff member for the mi- 
nority; Mark Stephenson, professional staff member for the minor- 
ity; Jean Gosa, the clerk for the minority. And we thank our court 
reporters for whom we have put a little test this morning. Bob 
Cochran and Tracy Petty and Katrina Wright. Thank you all. 

With that, this hearing is adjourned 

Mr. Sanders. Could I introduce this into the record, please? 

Mr. Horn. Yes. This is the statement of Mr. Sanders. We will 
also introduce the statement of Mrs. Maloney, and they will be put 
after the opening statements made by myself and others. 

Mr. Sanders. Thank you very much. 

Mr. Horn. Thank you very much. Without objection, we’re ad- 
journed. 

[Whereupon, at 2:07 p.m., the subcommittee was adjourned.] 
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